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Introductior 


DSr a world of tensions and uncertainties that collec- 
tivist ideologies like Fascism, Communism and Social- 
ism have created, the dictum that knowledge is power 
is obviously overemphasised. In order to gain control 
^o£ the machinery of the State, for sake of the coercive 
powers it entails, there is a premium on that type of 
knowledge which gives access to political power. The 
other attribute of knowledge, viz., that it also means 
freedom, has been overlooked. But it is this attribute 
of knowledge which has greater relevance to the Indian 
context today. 

With increasing industrialisation of the country, our 
social structure as well as economic life are under- 
going rapid changes. In the economic sphere, specia- 
lisation and division of labour as also diversification 
call for changed attitudes towards work and acquisition 
of specialised skills. Possession of the knowledge of 
the changing scene will impart to individuals a sense of 
self-reliance, a quality so essential for the operation of 
a democracy. Patience and massive public education 
are required to spread knowledge of the changing eco- 
nomic scene. 

With a view to helping people to gain a better under- 
standing of the nature of modem enterprise, the Forum 
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of Free Enterprise had organised a series of lectures 
on this subject, true to its educative role in national 
affairs. Popular Book Depot have been good enough 
to present to the public the text of these lectures in 
the form of a pocket book. They are to be compli- 
mented. 

Incidentally, the organising of this series of lectures, 
and the subsequent presentation of the text of lectures 
underlines the latest trend in the public life of the 
country. People have started realising that it is they 
themselves that can help to create a free and prosperous 
nation, and not the Leviathan of the State. May this 
trend gather momentum in years to come. 


A. D. Shroff 

President, 

Forum of Free Enterprise 

235, Dr. Dadabhai Naoroji Rd. 

Bombay 1 
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How to Start an Industry 


D. V. Desai 


“HOW to start an industry” is a vast and compli- 
cated subject, for it covers not only large, medium and 
small industries, but also the various Governmental 
agencies which have been started to help their develop- 
ment. I shall first give an idea of the various types 
of industries, and then deal with the procedure to be 
followed to establish any industry. 

There are various departments in the Government 
sanctioning schemes for starting an industry. The 
Government recognises only two types of industries, 
large and small, apart from other specialised indus- 
tries like the village industries under the Khadi and 
Village Industries Commission, and industries falling 
under &e purview of the Handicrafts Board, Silk 
Board, Coir Board and Handloom Board. Medium 
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industries, which have lately developed, are classified 
by the Government as large industries. The definition 
of a small industry is the demarcating factor. 

The Government seriously started planning for 
the development of small industries in 1953-54. They 
were then mainly those industries which were not reg- 
istered with the Development Wing of the Government 
of India. The Government had no classification either. 
There was no department as such of the Government 
which was specially established to help industries which 
v/ere not registered. 

So, any industry which did not come under the 
Industries (Development and Regulation) Act of 
1951 — ^that is under the Development Wing — ^was a 
small industry. Thus any industry with less than 50 
workers and working with power, or less than 100 
workers without power, and with assets of less than 
Rs. five lakhs came to be considered a small industry. 

The Government considered various schemes and 
established the organisation of the Development Com- 
missioner, Small-Scale Industries, to assist intensive 
development of small industries. The impact of the 
scheme of development was soon felt and the small 
industrialists and the Government soon realised that 
the existing definition was not adequate. 

The definition was later changed to less than 50 
workers per shift with power or less than 100 workers 
per shift without power, and Rs. five lakhs or less of 
capital assets. The argument was put up that limiting 
the number of workers in a small scale industry re- 
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suited in limiting the number of shifts and consequent- 
ly reduced the production that could be reached with 
the same amount of capital outlay. 

The definition was again changed in 1958. Now» 
any industry is a small industry which has a block 
capital of Rs. five lakhs or less irrespective of the 
number of workers employed. Block capital is defined 
as the cost of land, building and machinery. 

The enlargement of the definition is a great 
achievement by itself and shows the earnestness of the 
Government to help the small industries. The earlier 
definition denied this help to many industries on the 
borderline. 

In 1951, the Industries (Development and Regul- 
ation) Act was enacted in order to develop large-scale 
industries. This Act intends to ensure that there is a 
planned development of industries throughout the 
country, with no concentration of any particular type 
of industry in any one region. Also the Government 
wanted the power to regulate the development of in- 
dustries and the basic structure of the country’s 
growing economy. 

The industries that came under this Act were 
registered with the Development Wing of the Ministry 
of Commerce and Industry for assistance and regul- 
ation. The Development Wing consists of many spe- 
cialised departments. There are about 17 Technical 
Directors, 3 Industrial Advisers and about 85 
Development Officers. The main functions of the Wing 
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are to approve the scheme, to issue recommendations 
for licences for raw materials and capital goods, to 
sanction increased production, diversification of pro- 
ducts, improvement of the quality of products and 
scrutinising collaboration agreements, steel quotas, 
cement, promotion of exports, etc. 

Till recently, previous sanction of the Develop- 
ment Wing was necessary for starting an industry which 
will employ 50 or more workers with power or 100 
or more workers without power and have more than 
Rs. five lakhs capital assets. Now the rules have been 
relaxed and industries with less than Rs. 10 lakhs 
capital or employing less than 100 workers can start 
on their own. But that does not make them small 
industries because the definition of a small industry 
applies only when the capital assets are Rs. five lakhs 
or less. 

Industries with capital assets exceeding Rs. five 
lakhs but less than Rs. 10 lakhs and employing less 
than 100 workers are intermediary industries. Their 
development has been facilitated because they do not 
come under the orbit of the Development Wing for 
sanction. 

It generally takes more than five months on an 
average for getting such a sanction. The law stipulates 
that an application should be processed within three 
months, but an excuse can always be provided for any 
delay in the processing by asldng a few simple ques- 
tions. Sometimes it has taken 15 months for getting 
# a sanction. The Rs. 10-lakh limit laid down provided 
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better chances for basic industries to come without any 
prior sanction. 

The Development Wing helps even these indus- 
tries in getting import licences for machinery or raw 
materials. Thus, in effect, it is only when the machi- 
nery is of Indian origin and when the raw materials are 
available locally that an industry can be started with- 
out any prior Government sanction. 

Any industry registered with the Development 
Wing can expand its capacity with the sanction of the 
Development Wing. When this additional capacity is 
sanctioned, it also means that the Development Wing 
is bound to give raw material licences or recommend 
the issue of such licences to the Chief Controller of 
Imports and Exports. The further raw material 
quotas are not very hard to get provided the permis- 
sion of the Development Wing is taken. This is not 
the case with a small industry. 

Before starting a large industry a scheme has to 
be prepared which should mention particulars relating 
to the requirements of block capital, list of machinery 
to be imported or procured from indigenous sources, 
estimates of recurring and non-recurring expenditure, 
the cost of production, the profit that is expected to be 
made, requirement of foreign technicians, proposed 
location, power requirement, requirement of raw 
material, water supply, requirement of rail transport, 
etc. If foreign collaboration is involved, the proce- 
dures are still more, elaborate. 

There are special forms for obtaining the sanction 
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of the Development Wing. Seven copies of the appli- 
cation have to be sent to the Secretary, ivlinistry of 
Commerce and Industry, who sends these forms to 
various Departments, to the Development Wing- 
Directorate of that particular industry for scrutiny and 
to the State Director of Industries to find out whether 
the information given by the applicant regarding power 
supply, location and the essentiality is correct or not. 
After this preliminary investigation, the application is 
placed before the Licensing Committee. This investi- 
gation takes time and if the application forms are not 
correctly filled in, the sanction will be delayed. Nor- 
mally, the sanction can be got within three months. 

It is also necessary to apply and take consent of 
the Controller of Capital Issues in the Ministry of 
Finance, for raising any capital of more than Rs. 10 
lakhs in the capital market. 

If the project involves foreign collaboration, the 
terms of such collaboration have to meet the approval 
of the Government. The terms sanctioned depend on 
the merits of each case. The basic requirements of 
the Government are ; 

1. The scheme should not involve recurring 
commitments for royalty payments for a 
period extending beyond 10 years. 

2. There should not be any restriction by foreign 
collaborators on exports of the products 
manufactured in our country. There should 
not be a total restriction. We should be 
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allowed to sell the products at least to some 
countries. 

3. There should not be compulsion to purchase 
components from the foreign country con- 
cerned. 

4. Royalties should be related to the turnover 
and not laid down on an ad hoc basis. 

5. The scheme should have effective Indian, 
control. 

6. There should also be a clause for training 
Indian personnel in factories in foreign 
countries. 

Following these principles would normally ensure* 
Government’s approval of collaboration terms. The 
Government on its part also gives a number of con- 
cessions. They are : 

1. It allows appropriate interest on the loan of 
the foreign collaborators. 

2. It guarantees to protect the foreign invest- 
ment. 

3. It gives tax concessions and will consider the 
repatriation of capital if it is spread over a 
number of years. 

Application for sanctioning the terms of the 
collaboration were formerly to be made to the Ex^ 
change Control Department of the Reserve Bank of 
India. But now the work has been centralised and 
applications should be made to the Government of 
India, Commerce and Industry Ministry, Industrial 
Policy Section, New Delhi. 


The import licence is granted after the terms of 
foreign collaboration are approved. The Government 
is very choosy where substantial amounts of foreign 
exchange are required for import of machinery. The 
application should specify the country of origin and 
the currency area. Alternate preference should always^ 
be given, unless it is necessary to obtain machinery 
only from a particular country. For example when 
the Development Loan Fund sanctions loans, machi- 
nery has to be imported from the U.S.A. only. Other- 
wise preference is generally given to the country which 
has easy repayment agreements with the Government 
of India. 

Arrangements for long-term loans for purchase of 
capital equipment are to be made with organisations 
like the Industrial Refinance Corporation of India, the 
Industrial Credit and Investment Corporation of India, 
and the International Finance Corporation, U.S.A. If 
the foreign collaborators agree to supply the machi- 
nery themselves, then the application is sure to be 
passed by the Government after scmtinising the terms 
of participation. 

To obtain final sanction, the application with, 
complete data is placed before the Licensing Com- 
mittee consisting of representatives of various Minis- 
tries, viz., Commerce and Industry, Finance, LabouTj, 
Mines and Fuel, Steel and the Planning Commission^ 
for scrutiny from a number of angles. 

For example, the location of an industry is of 
vital importance. Alternative location may have to be 
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agreed to. After getting all these documents, viz,, 
sanction from .the Development Wing, Import Licences 
:from the Chief Controller of Imports, sanction of the 
'Controller of Capital Issues for capital issues, approval 
csf foreign collaboration agreement, one is well set for 
starting a new large industry. 

The small industries are not in such a happy 
^position as large-scale industries are, as far as Gov- 
'Crnmentai help is concerned. There is no department 
of the Government to help them to get raw materials, 
*xcept the Director of Industries of the State, whose 
lielp has proved inelfective. The small-scale industries 
may get licence for raw materials once and may not 
get it the next time. Due to this reason, a small in- 
^dustry is not as easy to start as one may imagine. 

The filli p to the setting up of small industries 
■was given in 1953 when the Ford Foundation observed 
ifliat small industries had been left to themselves. No 
■engineers or technical personnel were employed by 
small industries, for they could not afford them. 
'Large industries did not buy stores from small indus- 
tries because they could not trust the quality. The 
:Ford Foundation team suggested a number of remedies. 
'They suggested that the Government should start a 
■pool of technical people who would be located at dif- 
ferent places all over the country to help these small 
•Industries in technical matters. 

They also suggested that the Government should 
lielp these industries in obtaining machinery on a hire- 
purchase, easy instalment basis. For this purpose. 
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they suggested that a Corporation should be establish- 
ed by the Government which could also look after 
marketing research and other promotional activities 
connected with the products of small-scale industries. 
The Government being a bulk purchaser of commo- 
dities, the Ford Foundation suggested that it should 
help small industries by purchasing their products. 

The Government set up the Small Industries 
Service Institute in 1955 at Bombay, Madras, Delhi 
and Calcutta, with mechanical, electrical, chemical, 
rubber and plastics, leather, foundry, civil engineering 
and survey sections and for training persons in busi- 
ness management. The duties of these institutes are 
more or less advisory. The number of these Institutes 
has been increased gradually and now each State in 
India has an Institute and there are also some Branch 
Institutes and 45 Industrial Extension Centres. 

The Institutes give technical advice regarding 
improvement of production techniques, marketing and 
management problems. Over 3,000 schemes have been 
prepared by the 16 Institutes so far. The Institutes 
also help in obtaining machinery on hire-purchase basis 
and credit for purchase of raw materials. 

The Training Section of the Institute not only 
trains the Small Industrialists in Business and Indus- 
trial Management, but also trains Industries Officers 
from the States, who will be in charge of industrial 
departments in the National Extension Service Blocks, 
the network of which covers the whole country. 
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This idea, borrowed from the United States, has 
been implemented during the Second Plan. A trained 
Officer is allotted to a Block of 100 villages to advise; 
and guide the people in village and small-scale indus- 
tries. Likewise, specially trained Officers for advice- 
in agriculture, health, animal husbandry, social wel- 
fare, etc., are also posted to the Block. The Institutes 
train the Block Level Extension Officers (Industries) 
for these Blocks. The Training Section also conducts 
evening classes in blueprint reading, heat treatment 
of metals, electroplating, scientific glassware manufac- 
ture, etc., for small industrialists who can gather 
knowledge during their spare time. 

The Institute extends technical help to villages, 
with the assistance of mobile workshops. There are 
mobile workshops for carpentry, blacksmithy, electro- 
plating, leather, etc. With each Institute, there are 
four or five such workshops which tour all over the 
country. They actually give demonstrations of work 
to show to the villagers the application of the machine 
to the craft and the increased output resulting from the 
use of machines. These units supply hire-purchase 
forms which are easily processed. The mobile work- 
shops carry into the remote villages ideas of the most, 
modern equipment and have been a great success. 

Industrial Extension Centres are designed to give 
training as well as to provide facilities for use of 
machines to small industrialists who cannot afford to 
buy costly machines. There are 55 Extension Centres 
mostly located in urban areas with specialized machi- 
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.r.ery, not only giving training and facilities for the use 
of such machines to small industrialists but also acting 
as information centres in the area for new-comers in 
the field. Thus, there are Industrial Extension Centres 
-in towns ; Mobile workshops for the villages, and the 
Service Institute for the cities. 

The Institutes design factory buildings, etc., for 
the Industrial Estate schemes prepared by State Gov- 
ernments. They conduct various types of surveys, 
auch as industrial area and aid distribution surveys. 
An industrial survey gives data relating to any parti- 
cular industry in India and an idea of the scope for 
future development. Area surveys are conducted to 
determine what industry can be started in any parti- 
cular area, and the distribution aid surveys help indi- 
•vidual industries in locating the markets of their pro- 
ducts. The Institutes also publish technical bulletins, 
reports and schemes. 

Apart from the Institutes, there is one more 
■organisation, with branches at Bombay, Delhi, Calcutta 
-and Madras, which helps small-scale industries. The 
National Small Industries Corporation was established 
m 1955 for providing help such^s supply of machinery 
on hire-purchase basis, obtaining Government tenders 
for small industries’ products and rendering marketing 
assistance through intensive market publicity, quality 
marking and export. 

Between June 1956 and March 1961 the Corpora- 
tion has accepted applications for hire-purchase from 
4,549 applicants for 17,829 machines, costing more 
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than Rs. 18 crores. Of these, it has delivered 4,633^ 
machines costing approximately Rs. 3.23 crores, and 
is delivering machines costing Rs. 10 lakhs or more 
every month. There have been some delays and dif- 
« ficulties because of rigorous import licensing proce- 
dures. 

Hire-purchase machines are given on liberal 
; terms. For example, for machinery valued up to> 
Rs. 50,000 the earnest money which is in fact the first 
I yearly instalment, is 10 per cant; and for machines- 
; valued above Rs. 50,000 it is 20 per cent. The 

; balance is to be paid in seven years’ time in equal 

\ half-yearly instalments at six per cent interest. Th i s 
i has been further liberalised and a small-scale indus- 
i trialist can now pay up to five per cent as earnest 
money on acceptance of the application and give a bank. 
j guarantee for the remaining five per cent or 15 per 

{ cent as the case may be, to be paid at the time of 

I delivery. Further concessions are given for industrial' 

’ co-operatives and ancillary industries which manufac- 

ture components for large industries in the public and! 
private sectors. 

, In the field of marketing, the Corporation has- 

helped the small industries in intensive selling cam- 
paigns through mobile sales van, quality marking under- 
the “JANSEVAK” brand, and exporting of their pro- 
ducts, mainly to East European countries. Shoes^ 
manufactured by small industries, under the guidance 
' of the Corporation, have been successfully exported 
to Russia, Poland, the German Democratic Republic, 
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Bulgaria, etc. Nearly eight lakhs of pairs have been 
exported and it speaks for the quality of the shoes 
that there were repeat orders from these countries. 

The Corporation helps small industries in manu- 
facturing quality products and selling them to large 
public and private sector industries as well as to Gov- 
erament purchasing departments such as the Director- 
General of Supplies and Disposal, Railways, Defence 
Services, etc. It registers th^ small industries capable 
•of producing quality products, free of charge and 
supplies them free tenders, while the Liaison Officers 
of the Corporation, attached to the purchasing authori- 
ties, see that the small-scale industries get a fair deal 
and get the price preference (maximum of 15 per cent) 
over the lowest acceptabfe quotations of the large 
industries. 

This scheme was initiated in 1957 and it took 
some time before the effect of it was felt. Up to 
March 1957, 108 tenders were secured for small in- 
dustries of the value of Rs. 5,87,000. The subsequent 
progress can be seen from the following table. 

Year Tenders Secured for Small- Value 

Scale Industries 


1957- 58 580 Rs. 62,15,000 

1958- 59 1,766 Rs. 2,56,12,000 

1959- 60 2,055 Rs. 2,64,81,000 



All the items purchased by the D.G.S. & D. and 
Railways are classified in four groups. Group I and 
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Group II are those items that can only be made by 
large industries; Group III includes the area where 
small and large industries can compete, but where 
small industries get a 15 per cent price preference; and i| 

' Group IV is reserved for small industries. 

! Recently the Railways have started purchasing 

[ from small industries in full swing and in January 
j 1961 they placed 1,858 tenders of the value of 

I Rs. 26,19,000 on small industries. 

: This shows that small industries have come up in 

quality to the specifications laid down by the Gov- 
ernment. This in itself is a great achievement and a 
1 stepping stone to building small industries as a sound 
I base of the country’s development. 

There is a credit guarantee scheme of the State 
Bank of India, under which, against the authority of 
the Corporation, the small industries are allowed to 
purchase 100 per cent of their requirement of raw 
; materials, on credit, to meet their obligations in ful- 

filling the contracts secured through the help of the 
Corporation. 

i It is common knowledge that small industries 

] always feel the 'scarcity of components if these com- 
ponents are not manufactured in India and are im- 
f ported. To help some of these industries in getting 

i the required components at reasonable prices, the 

I Corporation imports various items in short supply, as 

I for example bicycle components. The Corporation has 

^ imported and supplied bicycle components worth Rs. 1 ^ 

crores, and knitting and hosiery needles worth Rs. 19 
I lakhs to small industries. 
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The Corporation has started two Prototype Pro- 
duction Centres, one at Okhla and the other at Rajkot, 
for training higher grade technicians, foremen, etc.,, 
and for designing and producing prototypes of small 
machine tools which can then be manufactured under 
licence by the small industries. Lastly, there are what 
are called Industrial Estates. The idea came up in- 
1955 and Industrial Estates were constructed by the 
Corporation in Okhla and Naini. Covered factory 
space was offered to small industries at a cheap rate 
of 0.8 nP. per sq. ft. Later, similar estates have beem 
started by State Governments at Baroda, Poona, Raj- 
kot, Surat, Kolhapm, Ahmedabad and other places. 

As mentioned before, there is no sanction neces- 
sary for starting a small industry. You can get the 
technical advice from the Small Industries Service 
Institute and decide on the type and size of industry 
you wish to start. You can purchase the machinery 
if it is available from indigenous suppliers or approach, 
the Corporation to supply it on hire-purchase basi^ 
or apply for an Essentiality Certificate to your State 
Director of Industries and, after receiving it, apply tc 
the Chief Controller of Imports and Experts or the 
Controller at Ports, as the came may be, for the 
licence. 

Financial loans are given to small industries by 
the State Director of Industries under the State Aid- 
to Industries Act, and by the State Finance Corpora- 
tion. The Director of Industries may give Rs. 1,000 
on personal bond, Rs. 5,000 on personal bond of two 
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persons and upto Rs. 10,000 after taking your assets 
as security. In the last case, the loan will be limited 
to 75 per cent of the valuation of the pledged assets. 
Application for more than Rs. 10,000 are processed 
by the State Financial Corporation which may give 50 
per cent of the pledged assets and may also ask for 
collateral security. ITiis loan is given for factory con- 
struction, acquiring capital assets, expansion program- 
me and working capital. The interest is between three 
to five per cent. 

The State Bank of India also gives working 
capital under its Pilot Credit Scheme, 
i It is true that there are lots of complaints heard 

I against the Institutes and the Corporation, especiaUy 

I that there is long delay in getting work done from 

I these bodies. Any organisation, if it develops at such 

I a rapid rate, creates a vacuum in administration and 

one is sure that the organisations will settle down and 
j eliminate the defects to gear up their contribution to 

I the target of development set by the Third Five-Year 

i Plan. 

I The only defect in the whole system is the fact 

I that no one can guarantee the steady supply of raw 
I materials to a small industry. It is surprising to note 
that the Government is spending vast sums of money 
I in developing small industries but at the same time is 
I completely indifferent to this basic need of small io- 
t dustries. The small industries have to fill up a very 
I elaborate form for an Essentiality Certificate when- 
I ever raw materials are required. The Director of In- 
i' ''?0-3 
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. dustries cuts down the requirement to maybe half and 
gives the Essentiality Certificate. 

Then the application is forwarded to C.C.I. & E. 
or J.C.G.I., who, like the proverbial old lady with a 
pair of scissors, cuts down the recommended quantity 
to a ridiculously low level and, thus, all get the satis- 
faction of having done their job satisfactorily. There 
have been many cases where this process has left an 
industry with the licence for only one or two months’ 
requirements of raw materials and it has to depend 
on the purchase of raw material at very high prices 
from the market. 

This vicious circle has started with the basic 
premise that all small industries are in the habit of in- 
flating their demands and hence cannot be trusted, 
and the cut is introduced at every level, but no one 
cares to investigate why the same material is still 
available at sky-high prices in the market. The 
material in the market has also come through the 
licence-holders who have received licences from the 
‘C.C.I. &. E. No one investigates this, but they take 
the easy way out, of penalizing a small-scale industry, 
'because it has no Godfather like the Development 
"Wing. This is the only pitfall for small industries. 

This is only an outline of how to start an industry. 
'While the technicalities can be learnt, it is essential 
to remember that ultimately, die qualities of initiative 
and enterprise are the determining factors in establish- 
ing and successfully operating industries. 
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Corporate Taxation in India 

S. V. Ghatalia 

CORPORATE taxation in India is a major source of 
revenue to the Government. It accounts for nearly 
50 per cent of the direct taxation collected by the 
Government. Most of the profit-earning activities are 
carried on under a company form of organisation and, 
i that is why, in recent years, the company as a class 
j of tax-payer, has emerged as one of the largest in 
the country. 

I Comparing omr taxation with that in other 

countries, it is found that tax rates in our country 
are extremely high. The high rates of taxation can 
be attributed to the fact that, in our country, taxation 
is designed to fulfil three functions, viz., 

(i) to provide finance for the Five Year Plans; 
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(ii) to act as an instrament for shaping the 
economic development of the country; and 

(iii) to reduce inequality of wealth and income. 
However, more often than not, it is forgotten that 
taxation policy should be so devised as not to act as 
a disincentive to work and capital formation. 

By reason of heavy incidence of taxation on 
companies, the tax factor has emerged as one of the 
most important factors which has to be taken into 
account while taking top managerial decisions. In 
absence of forethought and planning in regard to tax- 
ation, one may unwittin^y get entangled in a com- 
plication which may result in an unforeseen tax liabi- 
lity or disadvantage. 

Before embarking on any economic venture, it is 
necessary to find answers for the following : 

(1) What will be the capital structure? 

(2) How will the long-term loan be repaid? 

(3) What should be the dividend policy? 

(4) How is the expansion programme to be 
financed? 

(5) On what terms and basis is foreign collabo- 
ration (financial or technical) to be sought? 

Com^ny — A Taxable Entity : 

Let us consider the basic structure of company 
taxation. Under the general law, a company is a 
juristic person and, as such, it is a separate unit of 
taxation. Accordingly, under the Income-tax Act, a 
company is a separate entity for tax purposes. The 
taxability of profit is not exhausted once it has borne 
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the tax at the hands of a company. When the com- 
pany releases the profit by way of dividend to its 
shareholders, it again becomes liable to tax. This is 
based on the proposition that the individual share- 
1 holders and the company are two separate legal entities. 

The next important point is that the character of 

• the profit in the hands of the company does not remain 
the same when it passes on to the shareholder. Suppose 

i a company earned agricultural income or a capital gain. 
Agricultural income is exempt from tax in the hands of 
a company. Capital gains was exempt in the past. 
; But, nevertheless, when these exempted profits arc 
distributed by way of dividend, the dividend does not 
retain the same character as the profit out of which 
it is distributed and consequently becomes taxable in 
the hands of the shareholder. This was a bone of 
contention for quite some time. Only a few years ago, 
the controversy was set at rest. It is now a well-known 
! principle that the character of an income in the hands 
of a shareholder is not the same as in the hands of a 
company. So, it is possible that the income may be 
' exempt in the hands of a company and yet it would 
j become taxable in the hands'of a shareholder. 

* “Company” : 

The next important point for the purpose of tax- 
; ation is : 

What is a company ? Under Section 2(5A) of the 
^ Income Tax Act, a company means— 

(i) an Indian company; or 

i| ■ :■ ■ ; 
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(ii) any association, whether incorporated or not 
and whether Indian or non-Indian, which is 
declared to be a company by general or 
special order of the Central Board of 
Revenue; or 

(iii) a company assessed as such up to assessment 
year 1947-48. An Indian company is defined 
by Section 2(7 A) which, broadly speaking, 
means a company incorporated in this 
country. 

Therefore, a company should fall under any one 
of the three categories to be assessed as a company 
under the Income-tax Act. By virtue of the power 
given to the Central Board of Revenue, it is open to 
the Board to declare any Association, whether incor- 
porated or not, as a company, and the option is given 
to the Board. No Company or association can as a 
matter of right claim that it must be declared to be a 
company. 

A foreign company does not automatically become 
a company in this country. It has got to be declared 
a company by a special or general order of the Central 
Board of Revenue. Therefore, when a foreign com- 
pany wants to operate in this country, the question is 
whether it is 'to be declared as a company or not. If 
it is not declared to be a company, it wfll be treated 
as an. association of persons. 

A non-resident foreign association of persons, 
according to section 17(1), will pay tax at 49 per cent 
(30 per cent income-tax pins 19 per cent super-tax 
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or appropriate rate of super-tax whichever is higher). 
As against this 49 per cent, the taxation incidence on 
a foreign company is 63 per cent. Therefore, 
if a company has got a small income, it is worthwhile 
not to get declared as a company and wait till the 
Central Board of Revenue on its own declares it as a 
company. But if the income is likely to exceed about 
Rs. 1,25,000/-, from that point onward, the associa- 
tion’s income will be taxable at an aggregate rate 
higher than 63%. Therefore, initially one has to fore- 
cast what profit the foreign company is likely to earn. 
If it is going to make a large profit, it would be to its 
advantage to go to the Central Board of Revenue and 
request that it be declared as a company. 

Residential Status : 

The tax liability of any taxable entity under the 
Income-tax Act depends upon its residential status. So 
far as a company is concerned, either it will be resi- 
dent or non-resident. Section 4A of the Income-tax' 
Act defines a resident company. For the determination , 
of the residence of a company, two tests are laid down. 
If it fulfils any one of the two tests it becomes resident' 

« The alternative tests are : Either (i) it is an Indian 
company, or (ii) the control and management of its 
affairs is situated wholly in India. Therefore, if the 
control and management of its affairs is situated wholly 
or partly outside India, it can be held to be a non- 
resident company. The meaning of the words “control 
and management” means the seat of the directing 
iibwer. It does not mean the de Jure' control. It is 
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the de facto control which is material for determining 
where the control and management of its affairs is 
situated. If a company is a resident company, it will 
pay tax on its world income. If it is non-resident, it will 
become liable to tax only on its income in India and 
will not become liable to tax on its income outside 
India. 

Comparison with other Assessees : 

It is worthwhile comparing the taxation of a 
company with other cases. A company is given 
^cial treatment under the Income-tax Act and special 
types of provisions have been laid down which apply 
only to a company. The first distinction is in the 
rate structure. So far as other assessees are concerned, 
there is always an initial exemption and then a graduat- 
ed rate of tax, both for Income-tax and Super-tax. In 
all the three respects, a company differs. A company 
is liable to tax on the whole of its profits without any 
initial exemption. If it earns even one rupee, it must 
pay 45 nP. as tax. Secondly, the rate of tax of a 
company is flat, no matter what the size of the income 
is. It does not increase with the increase in the income 
nor decrease with any decrease in the income. It is a 
constant structure and today, for an Indian company, 
the "lax rate is 20 per cent income-tax and 25 per cent 
super-tax, making a total incidence of 45 per cent. 
This is the position under the new scheme of company 
taxation which has recently come into force. 

Under the new scheme of company taxation, if a 
business is run by a small , man, he cannot afford to 
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convert his business into a limited company because 
for every rupee of the profit, he will have to pay 45% 
tax plus the appropriate rate of tax on the dividend 
income from that company. Therefore, one major fact 
of the new scheme of company taxation is that the 
conversion by a small man of his business into a limited 
company entails heavy incidence. To allow a small 
business man to have the benefit of limited liability, 
it is necessary that there must be a provision corres- 
ponding to the one in U. K. for a limited partnership. 

The fourth point of distinction is that, even though 
a company, like any other assessee, is liable to tax, 
on capital gains, the tax rate is separately prescribed 
for a company. The tax rate for a company on capital 
gains is 30%, — 20 per cent income-tax and 10 per cent 
super-tax. Unlike other assessees, for whom the fiirst 
slab of Rs. 5,000/- is exempt from capital gains tax; 
in case of a company, every rupee of capital gain be- 
comes liable to tax. Similarly, in the case of indivi- 
duals, if there is a capital loss not exceeding Rs. 5,000/- 
it cannot be carried forward and set off against future 
gains, but in case of a company, whatever be the amount 
of capital loss, the company will be entitled to the 
carry-forward and set off against future capital gains. 

The next distinguishing feature for a company 
relates to the provisions of SectFon 23A. It is a very 
complicated section and while we need not go into the 
complexities, it is necessary to understand the basis 
and reasoning behind Section 23A. A company form 

Ot oisanisMion 

iSiSXAXlsi. KiiW DJBLHI-i, 




S. V, Ghatalia 


in the high income brackets, so as to reduce the inci- 
dence of super-tax. The object of this section is to see 
that by simply forming a company and allowing the 
profits to remain in the company, one cannot escape 
the high rate of super-tax. Section 23A applies, 
broadly speaking, to all closely held companies, private 
or public. The distinction between private and public 
companies, as it obtains in the Companies Act, does 
not apply to Section 23 A. It lays down certain re- 
quirements to distinguish whether a company is a “23 A 
Company” or “non-23A company”. Suppose, a com- 
pany happens to be a 23 A company, then it is subject 
to a provision for compulsory distribution of dividend 
up to a prescribed percentage. In the case of an indus- 
trial concern, it must compulsorily distribute 50% of 
its profits. If it does not distribute the prescribed 
percentage of profit as dividend, then the company is 
subject to what is known as a penal super-tax. The 
penal super-tax in case of an investment company is 
50% and in the case of other companies, 37%. It 
must be noted that once Section 23A fs contravened, 
the entire amount of undistributed profit becomes 
liable to penal tax even though dividend might have 
been declared up to an amount which is just 
Rs. 10,000/- short. In other words, if the undistri- 
buted profit is Rs. 1 lakh, super-tax will have to be 
paid on Rs. 1 lakh and not on the amount one is short 
of in declaring the dividend. 

The sixth feature relates to Section i5B, which 
deals with the relief on donations to charitable ipsti- 
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tations up to 1 \% of total income; in the case of all 
other assessees, these donations are exempt from both 
income-tax and super-tax but so far as a company is 
concerned, the exemption is available only for income- 
tax and not for super-tax. 

Categories of Tax : 

Under the present scheme of taxation, a company 
is liable to the following types of taxes: 

(i) Income-tax. 

(ii) Super-tax. 

(iii) Capital Gains Tax. 

(iv) Penal Super-tax under Section 23A. 

(v) Bonus tax (now reduced from 30% to 12|%> 
and until recently: 

(vi) Excess Dividend Tax. 

(vii) Wealth Tax. 

Exemptions : 

A company is entitled to the following exemptions: 

1. In respect of capital gains, exemption is given 
on capital profit arising on transfer of assets by a 100% 
holding company to a subsidiary Indian company. It 
may be noted that the reverse is not true, i.e., if the 
transfer of assets is made by such subsidiary company 
to a 100% holding company, the said exemption is not 
applicable. 

2. Under Section 15G, if an industry is newly 
established, then, for a period of approximately five 
years, it is entitled to an exemption of profits equal 
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to 6% of the capital employed. What is the capital 
employed is to be determined according to the rules 
framed by the Central Board of Revenue. The said 
rules are rather ambiguous. This exemption is avail- 
able to all assessees, whether a company or not, pro- 
vided the indus&ial undertaking is established at any 
time between April 1, 1948, and March 31, 1966. 
subject to certain other conditions being fuMUed. A 
special concession is given to the companies under Sec- 
tion 15C(4) of the Act according to which tax shall 
not be payable by a shareholder on so much dividend 
as is attributable to the exempt profits. This is an 
instance where exemption available to the company is 
also extended to a shareholder. The provision is that 
when a company declares dividend which is attribut- 
able to Section ISC profits then that portion of the 
dividend is exempt in the hands of the shareholders. 

Until recently, most of the companies did not 
realise that for the purposes of Section 15C(4), it is 
open to a company to segregate the exempt profits 
and non-exempt profits and it is possible to declare a 
dividend wholly from the exempt profits. Some com- 
panies have done it and they should certainly be entitled 
to an exemption of the whole of the profits on the 
ground that it has come entirely out of the exempt 
profits. The moment the companies started doing 
this, in the Finance Act of 1961, the Government 
brought in an amendment by way of an Explanation 
that how much portion of the dividend has come out of 
exempted profits will now be determined according to 


Corporate Taxation in India 3T 

the rules to be framed by the Central Board of Revenue. 
In framing this rule, the Goverment will be put to 
the test of honesty for if it is sincere in giving the 
exemption to the shareholder, it will have to frame 
a rule stating that dividends shall be deemed to have 
come first out of exempted profits and then out of the 
non-exempt profits; Otherwise, for centuries together, 
shareholders will never be able to get 15C exemption 
as the exempt profit will always remain embedded in 
the reserves of the company. ^ 

One point of practical importance in regard to 
Section 15C is that, exemption is said to be for 5 
years, but in actual practice it may not be for five 
years. The provision is that exemption will be given 
in the year in which production is commenced, from 
the date of production and four years more. Suppose 
production started on the last day of the accounting 
year, then one will get exemption for four years and 
one day. Therefore, a wise assessee would find out 
exactly when the production is to be started and then 
select his accounting year, which he is entitled to do^ 
in such a manner so as to get the benefit of tax relief 
for the entire year and not for a broken period. 

3. The next exemption is under Section 23A- 
This Section does not apply to a company whose 100% 
shares are held by a non-23A company. Suppose, by 
the test laid down by Section 23 A. a company is not 
deemed to be a public company, but if the shares of 
this private company are held entirely by a publio 
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company which is a non-23A company, then Section 
23A is not applicable to such a company. 

There is one more exemption under Section 23A 
which has been conferred recently by the Finance Act 
of 1961. Suppose there is a company 75% of whose 
share capital is held by an institution or a fund which 
is charitable in the sense that its profits are exempt 
under Section 4(3), section 23A does not apply to such 
a company. This concession is given because Section 
4(3) has been amended very radically. In view of 
this concession, where 75% of the shares of the com- 
pany are held by such charitable trusts, a benefit wiU 
accrue to those holding 25% shares in such companies 
on account of Section 23A not being made applicable 
to such companies. 

4. The next exemption is under Section 56A. 
It is well known that with a view to rapid industrialis- 
ation of this country we had to invite considerable fin- 
ancial collaboration from foreign companies. The 
foreign companies were deterred from investing money 
in this country because of the high rates of taxation. 
With a view to encouraging foreign investment in 
India and since the Government was very keen on pro- 
moting certain basic industries. Section 56A was 
enacted. 

The scheme of this Section is that if a company 
holds shares in another company and if it fulfils the 
conditions laid down in Section 56A then the inter- 
company dividend will be exempt from super-tax. 
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i This section would apply only if both the receiv- 

ing and paying p^ies are companies; it will not apply 
I to an individual. The conditions are that the com- 
pany paying dividend must be an Indian company in- 
, corporated after March 31, 1952; secondly, it must 

I be engaged in one of the 21 basic industries mentioned 

j in Section 5 6 A, which corresponds more or less to 

Schedule I of the Industries Development & Regula- 
1 tion Act; and, thirdly, it must be a company to which 

[ either Section 15C relief was available or would have 

been applicable but for the fact that 5 years have ex- 
pired. If these three conditions are fulfilled, then ex- 
emption under Section 56 A would be given. 

The third condition about applicability of Section 
15C might give an idea to a layman that this exemption 
is co-extensive with the exemption xmder Section 15C. 
But this is not so. The wording is clear that once 
Section 15C has become applicable to a company, it 
fulfils the condition. Therefore, the exemption will be 
I available as long as section 56A is in force. 

I Section 56 A extends the exemption also to an 

i existing company incorporated before March 31, 1952, 
, in so far as any fresh capital is raised by such company 

■ by public subscription after February 28, 1953, for the 

purpose of increasing the production of or starting a 
j separate unit of any one of the specified industries. 
1 In such a case, if any company is holding old shares 

\, as well as new shares, it will be entitled to exemption 

f only on the dividend of new shares. Such a company 
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will be well advised to sell the old shares and acquire 
new shares in order to get exemption of super-tax on 
the entire dividend. 

5. We now come to Section 49BB. I would 
not like to call it an exemption. We are aware that 
before the new scheme of company taxation came into 
force, the income-tax paid by the company was refund- 
able to the shareholder when dividend was distributed. 
Now, with the new scheme of taxation, this refund of 
income-tax is not allowed even if the dividend is receiv- 
ed out of the profit faxed under the ol3 scheme. By 
way of concession^ Section 49BB has been enacted. It 
says that if a company distributes dividend out of the 
profits prior to the new scheme of taxation, then the 
company will get a rebate of 10% on such distribution. 
But it is well-ni^ impossible to get this relief because 
it is provided that the dividend should be deemed first 
to have come out of the current year’s profit and then 
the previous years’ profit. It would be difficult to 
find a company in these days of prosperity falling on 
such evil days as to draw upon its old reserves for 
paying a dividend. 

6. Under the provisions of Finance Act, 1961, 
rebate of super-tax is given on inter-company dividends. 

7. From assessment year 1961-62, on the royalty 
payable by an Indian concern, in pursuance of an 
agreement made after April 1, 1961 and approved by 
the Central Government, the tax rate is reduced from 
63% to 50%. 
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ReceEf CoEcessioEs and Reliefs: , ; 

From the discussion so far, it would appear that 
there is very heavy taxation on a companyj, but only 
a few years ago, the position was much worse. The 
present Finance Minister, Mr. Morarji Desai, deserves 
a rich tribute for the realistic and fair approach to the 
question of company taxation. One may differ from 
him on many points, but so far as relief which he has 
given to the companies is concerned, there cannot be 
two opinions. He must be congratulated on his bold- 
ness in eliminating the various inequities which were 
imposed on the corporate sector by his predecessor^ 
It will be worthwhile recounting the various hardships 
which have been recently removed: 

(i) From assessment year 1960~61, a new schemd 
of company taxation was introduced under which tte 
tax rate of companies was reduced from 51.5% to 45%,. 
But, at the same time, the provision for giving credit 
to the shareholders for the tax paid by the company 
waS' abolished. 

(ii) The Wealth Tax bn corhpanies was abolished 
from assessment year 1960-61. * ' 

■ (iii) The most invidious and inequitable tax on 
excess dividend was expunged from the tax statute from; 
the assessment year, 1960-6L. , 

; ,These three major epnce^ionis have given gre^j 
encouragement to the corporate sector. Apart , from^ 
this,, several other mportant concessions have been 
giyem, 
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Bonus Tax: 

(iv) The most imports these is the reduction 
in the rate of tax on bonus shares. Until now, the rate 
of tax was 30% on bonus issue — payable by the com- 
pany and not the shareholder. This rate was so high 
that no company could ever think oT capitalising the 
reserves. The rate has now been reduced from 30% 
to 12^%. This concession is not to be looked at 
merely as a reduction in tax, but it has a far-reaching 
dcbnbmic effect. Technically, a bonus tax cannot be 
justified because it amounts to taxation of profit which 
has not passed from one entity to another. The profits 
are still retained by the company. Therefore, the tax 
on such shares cannot be justified merely because the 
company.passes an entry in its books of accounts trans- 
^rripg its reserves to its Capital account. One cannot 
alsq ignore the fact that the bonus share is a device to 
ayoid personal taxation and, hence, there could be some 
tax on bones shares- Also it could only be in the hands 
of the company as a purely preventive rneasure. What 
is more ..important is to see that the tax is not so high 
us to prevent legitimate capitalisation of profit. Capital- 
isation of profit is an irnportant device for a company 
to plough back its profit, and the retention of profits 
in a company strengthens its financial structure. The 
reduction of bonus tax will widen the equity base of 
the company and restore the imbalance between the 
paid-up capital and fixed assets. 

' It is a sound principle of company finance that 
any long-term investment must always be financed but' 
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of long-term source of capital. Therefore, the general 
rule is that a company must at least find sufficient 
capital to be able to finance its fixed asset investment;. 
With the present reduction in bonus tax, companies will 
be able to bring their share capital in line with theif 
investment in fixed assets. In the absence of capital- 
isation of reserves, one significant misunderstanding that 
existed was that companies were said to be profiteering: 
when on a ten-rupee share a dividend of Rs. 15/- was 
given. A layman would not understand that the rate, 
of dividend should be related not to the sh.are capit^. 
alone but to the entire equity of the shareholders con-, 
sisting of share capital and reserves. Therefore, witb. 
the issue of the bonus shares, the return on shares 
will appear more in line with reality than before. 

One objection in regard to bonus share issue is 
that it may to some extent prejudice a small share- 
holder. But, it is only the extremely small shareholder 
that is affected adversely and that too not personally. 
His only grouse could be : “Why does the company- 
pay 12i% tax on the bonus issue?” The small share-^ 
holder would prefer dividends to bonus shares. But 
anyway, the objection cannot be considered to be very 
significant. When a large majority benefits by the 
issue of bonus shares, the claim of a very small mino- 
rity cannot be allowed to come in the way. The small 
shareholder in any case will have a benefit in that 
when he sells the bonus share, he being a small share- 
holder, his capital profit will probably be belowr 
Rs. 5,000/- which is not liable to tax. / 
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The Finance Minister must have very shrewdly 
estimated that the yield of tax on bonus shares at 12^% 
will be much more than if the rate is 30% ^ It appears 
that such estimate would come correct because imme- 
diately following the announcement in the reduction of 
bonus tax, there has been a spate of bonus issues. It 
can be confidently stated that at 12^%, more tax will 
be collected than at 30%, 

Another technical point in regard to the issue of 
bonus shares is that if a company’s reserves have been 
buUt up partly out of 15G profits and partly out of 
aon-15C profits, it will not be wise to capitalise the 
iBserve built out of 15C profits which, when distributed, 
will be exempt in the hands of the shareholders. The 
capitalisation of such profits v/ould mean that these 
profits can never be distributed as dividends. In view 
of this, a company should segregate its reserves which 
have been buUt up out of 15G profits and not capitalise; 
them and keep them free for distribution so that at a 
later date the exemption can be claimed under Section 
I5G (4) of the Act. Only reserves consisting of non- 
15G profits should be utilised for the purpose of issue 
csf bonus shares. 

In view of the concession in the rate of bonus tax, 
one may believe that the Government has now finally 
accepted the principle that bonus shares should not be 
taxed in the hands of shareholder's. It is necessary 
to dispel such an impression because the Income-tax 
Bill, 1961, seeks to modify the definition bf the term 
■“dividend”. Under Glause 2(22) dt this Bill, a pto- 
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vision is made under sub-clause (b) that issue of bonus 
preference shares to preference shareholders shall be 
deemed to be a dividend and hence liable to tax. The 
amendment has a far-reaching effect inasmuch as it 
enunciated a proposition that the bonus shares can 
become a dividend in the hands of the shareholder. 
This provision must be very strongly opposed because 
once it is allowed to get on the statute book, there is 
nothing to prevent the Government, later on to remove 
the word “preference”, on the plea that it is a harm- 
less amendment. 

(v) Important concessions have been given by 
way of rebates of super-tax particularly on inter-com- 
pany dividend. 

(vi) Section 56A of the Income-tax Act has been 
amended with effect from 1960-61 and the list of basic 
industries is considerably enlarged. 

(vii) Under Section 23A, the percentage of shares 
to be held by the public, in case of industrial companies, 
has been reduced from 50% to 40%, thus permitting 
the majority holding of a company and at the same 
t i me not applying Section 23A of the Act. 

(viii) Lastly, the Preference Share (Regulation of 
Dividend) Act, 1960 has to some extent mitigated the 
hardship caused to the Preference Shareholder as a 
result of new scheme of Company taxation. 

Fnr&er exemptions and reliefs suggested : 

Having considered the incidence of taxation and 
the exemptions and reliefs, let us examine what are 
the hardships to a company which still await relief. 
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(i) Under Section 10(4A) of the Act, the Income- 
Tax Officer is given a discretion to disallow the whole 
or part of any expenditure incurred by a company 
which results directly or indirectly in the provision of 
remuneration, benefit or amenity to a Director or a 
substantial shareholder, if such expenditure is exces- 
sive or unreasonable, having regard to the legitimate 
business needs of the company and the benefit derived 
therefrom. In actual practice, this amendment has 
caused considerable hardship because some Income- 
Tax Officers disallow such items on flimsiest grounds. 
The legislation, by conferring this power on the In- 
come-Tax Officers, did not intend that they should sit 
on judgment on every rupee of the emoluments paid 
to every director or a substantial shareholder. It is 
necessary to provide for adequate safeguards by suit- 
able amendment of the law and clear instructions to 
the Income-Tax Officers. This is essential in view of 
the double taxation involved because such disallowance 
to the company nevertheless does not exempt the re- 
cipients from tax on such disallowed remuneration. 

(ii) The incidence of tax on inter-company divi- 
dend is still very heavy as it amounts to a triple tax- 
ation, viz., in the hands of the first company, secondly, 
in the hands of the receiving company and, thirdly, in 
the hands of a shareholder. There is a scope for 
further relief in such cases. 

(iii) The recent amendment of provisions relating 
to Development Rebate in the event of amalgama- 
tion is defective as it gives relief only in the case 
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of amalgamation of two companies by fonning a new 
company. The schemes of absorption generally in- 
volve absorption of one company by another i.e., there 
is one liquidation and no formation, whereas the relief 
in regard to Development Rebate is available only if 
there are two liquidations and one formation. 

(iv) Under the present Section 15C of the Act, 
if any old assets are used for the new unit, the com- 
pany may lose the entire exemption. It is, therefore, 
necessary to provide that in the expansion programme 
if a company has used old assets to a very small ex- 
tent with a view to effect economy and save foreign 
exchange the company should not be deprived of the 
^emption under Section 15C of the Act. 

(v) Under Section 56A of the . Act, hardship is 
likely to be caused by interpretation on the part of 
the department that exemption on dividend on fresii 
fesue is available only if it is by public sobscriptioii, 
i:e., not including offer to existing shareholders. It 
appears that the department’s interpretatipn is incor- 
rect, but to remove any doubt on the point a clarifica- 
tion or the amendment of law is called for. 

(vi) Technically, in case of new industrial com- 
panies, any expenses incurred before the commence- 
ment of business are not allowable. Under the pre- 
sent system of controls, it always takes a company 
quite some time to obtain import licences for plant 
and machinery, for getting the sanction for foreign 
exchange and to obtain the finance before the pro- 
duction can be commenced. The expenses incurred 
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4iurmg this time lag between, the formation of a coin- 
pany and commencement of business should be 
allowed. There must be a suitable provision under 
Section 10 for allowance of such expenses. 

(vii) By the Finance Act of 1961, a ceiling has 
been fixed on allowance of Entertainment Expenditure 
in case of a company. The minimum limit is 
Rs. 5,000/- and the maximum is Rs. 1,00,000/-. In 
between, there is a graduated scale based on the profits 
made by the company. This amendment is open to 
the following objections : 

(a) The restriction applies only to a company. 

(b) The entertainment expenses and the profit of 
the current year cannot be related. Very 
often, the benefit of expenditure on entertain- 
aient may be a deferred benefit. 

(c) Some businesses by their very nature are 

' required to spend more on entertainment than 

others and hence a common yardstick should 
not be applied. 

(d) Entertainment expenses may be heavy in some 
years and much less in other years. Hence, 
even though over a period of time the ex- 
penditure is reasonable, in a particidar year 
it may he considered to be in excess. 

In view of these objections, it is submitted that 
ceiling on Entertainment expenses should be removed 
and instead a little more scrutiny on Entertainment 
expenses shcadd be' imposed so that any lavish, ex- 
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! travagaatvor ostentatious expenditure is not allowed 
to be deducted. While restricting expenditure on en- 
tertainment, by a touch of irony, a provision is made 
for giving relief to the new hotels under Section 15C 
of the Act A limit on entertainment expenses may 
; to some extent nullify the benefit proposed to be given 
under Section 15C. 

Benefit Of company form of organisation : 

Even in spite of the heavy incidence of tax on 
companies, for persons with large income, it is bene- 
ficial to earn the income through a company because 
the rates of tax for an individual are also equally 
very heavy. 

Section 23A of the Income Tax Act is designed 
to prevent avoidance of super-tax by shareholders 
through retention of earnings in closely held companies 
which being separate entities for tax purposes, are 
subject normally to lower rates of super-tax than those 
applicable to shareholders in the upper brackets of 
income. Under the new scheme of company taxation, 
for persons in higher income groups, it is beneficial 
to form a company in so far as the profits are retained 
< in the" company they would bear tax only at 45% 
j and no further taxation would arise until distributed 
i by way of dividend. 

In case of persons in stiU higher brackets of 
; income it is even worthwhile to contravene Section 
, 23A and pay Penal Super tax. In such a case the 

position is as under:. 
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Company’s profit: 

Rs. 

100.00 

Less: Company’s Income Tax and 



Super-tax: 

Rs. 

45.00 

Balance — Saving: 

Rs. 

55.00 

Less : Penal Super tax @ 37% : 

Rs. 

20.35 

NET SAVING. Rs. 

Rs. 

34.65 


Suppose a person has reached a rate of 84%. 
His savings after tax will be only 16% if he himself 
earns the income. But suppose he earns it througli 
a company and contravenes Section 23 A, the net 
saving in the hands of a company will be 34.65%. 
Thus, retaining the profit in a; company instead of 
taking it himself will give him a saving of 18.65%. 

Another favourite method of reducing tax liabili- 
ty is to make the company a non-23A company so 
that provisions for the compulsory distribution do nol 
apply and in that event profits retained by the com- 
pany will bear tax only at 45%. 


The above is based on the provisions of the Indian 
income Tax Act, 1922. On April 1, 1962, the Inasme 
Tax Act, 1961, comes into force. The scheme of company 
taxation as discussed above is basically not changed. How- 
ler, certain chants have been made in the existing 
provisions and important new provisions have been added. 
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THE development of public interest in company 
legislation began with the increasing awareness of the 
economic background of the country after her inde-' 
pendence. The increasing diffusion of property rights 
in the corporation through multiple ownership of 
stocks and shares and the simultaneous concentration 
of control and management in the hands of a few as 
typified by the Managing Agency system created special 
problems for the government and made it aware of 
its protective role. Only after independence did our 
people feel that the national task of developing cor- 
porate enterprise could not be performed single hand- 
ed either by the State or by free enterprise. In order 
to fulfil their expectations the people felt that the state 
should play a major role in the country’s economic 
development. It was under these circumstances and 
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in the light of experience gained from the working of 
mushroom companies formed during the post-war 
boom period that the Government of India took up 
the revision of the 1913 Act. The Companies Act of 
1913 was one of the most under-administered Acts 
of the Central Government. Its administration was 
left mainly to the State Governments who took little 
interest in its enforcement. Its provisions remained 
largely ineffective on account of the absence of pro- 
per administrative arrangement for the enforcement of 
its provisions. 

In October 1950, the Central Government 
appointed a Committee of 12 members under the able 
chairmanship of Mr. C. H. Bhabha to go into the 
entire question of the revision of the 1913 Act with 
particular reference to its bearing on the development 
of trade and industry in the country. On the recom- 
mendations of the Report of the Bhabha Committee, 
a Bill was passed by Parliament in November 1955 
which ultimately emerged as the Companies Act of 
1956. 

It is a tra^c fact that although the Act was the 
outcome of a prolonged and detailed consideration, 
both inside and outside Parliament, it remained a sub- 
ject of much criticism which kept on smouldering. 

The general discontent against the Act made the 
Government realise that it still needed adjustment. 
An ad hoc committee of 5 members was appointed 
vsith Mr. A. V. Visvanatha Sastri, Retired Judge of 
the Madras High Court, as its Chairman, to report its 
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suggestions for remedying the situation which had 
arisen from the working of the Act. The Sastri Com- 
mittee was asked to adhere strictly to the terms of 
reference which intentionally excluded considerations 
of general economic and social policy from the ambit 
of enquiry. The Bill amending the Act was discussed 
in November 1960 and was eventually passed and re- 
ceived the assent of the President on December 28, 
1960. 

It is often asked that while democracies work on 
the basis of faith in mankind why is it that a statute 
like the Companies Act is based on distrust. The 
answer is that in the modern world, both life and 
business have been so complicated that elaborate pre- 
cautions have to be made in the statutory provisions- 
Although shareholders are presumed to Imow what 
kind of company they have invested their money in and 
to what sort of men they have entrusted its manage- 
ment, the law is expected to protect their equity frorn^^ 
the risks of enterprise. It is for the shareholders to, 
insist on a full information about it; law can help here 
by insisting on information. The other reason for the 
elaborate provisions is that shareholders in our country 
are not as much enlightened as those in other hi^Iy; 
industrialised countries. Adequate provisions are there-, 
fore made in the amended section 84 so as to prevettf 
fraudulent issue of shares, and Section 111 is amended: 
so as to require a company to disclose reasons for refus- 
ing to register a transfer to transmission of shares; and' 
to enable Government to raise an adverse inference if 












k' company fails to make such a disclosure. The amend- 
ment of Section 193 by way of precaution against falsi- 


fication of mindtes of the Board and the Annual General , 
Meetings, and the amendment of Section 217 providing 
for Director’s Report to include material changes and 
^bthmitments affecting the financial position of the 
Cdnlpahy between the date of the Balance Sheet and 
Report and many other provisions of the amended Act 
are intended for -the benefit of the investing public. 

I - ' 'One might well ask why the amended Act contains 
so many regulatory provisions while the directors should 
be competent to judge, what is best in the interest of 
&e company and its shareholders. The various regu- 
latory provisions are intended to bring the business com- 
munity in tune with the social environment. 

Brdadly speaking, the various regulatory provisions 
6ave been enacted with a view to ensuring that the man- 
agement of cdmpanies was not sought to be vested in 
me hands, of persons of questionable business antece- 
dfenfsv that the managerial remuneration proposed is not 
but of prdportidti to the financial resources of the 
company concerned, and that unfair business and anti- 
social practices are stopped. To give a few instances, 
Section 197-A prohibits the appointment of more than 
one of the four categories of managerial personnel, 
ifamely, managing direemr, managing agent, secretaries 
find treasurers, and manager; Section 259 requires the 
Government sanction in increasing the number of direc- 
tors; Section 268 requires Government approval in res- 
pect of amendment of provision relating to managing, 
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wholetime or non-rotational directors; Section 269 
relates to the appointment of managing or whole-time 
directors; Section 310 requires Government approve 
for increase in remuneration of director or manager; 
Section 311 requires Government approval for increase 
in remuneration of managing director or manager oh his 
re-appointment; Section 326 which relates to appoint 
ment "Dr re-appointment of managing agent; Section 
328, relates to terms of ofifice of managing agents, Sec-' 
tion 329 which relates to variation of managing agents 
agreement; Section 346 relates to changes m constitu- 
tion of managing agency firm or corporation; SectioS 
377, under which now a managing agent can ho longeir 
be appointed a Chairman of the Board; provisions of 
Section 408 and 409 authorise the Government tdi 
appoint directors so as to prevent oppression or mis- 
management or prevent change in board of directors 
likely to affect the company prejudicially. . 

In the eyes of law, a company is like an indepencJ^ 
ent person with its rights and liabilities appropriate t6 
itself and its executive authority is vested in its board 
of directors whose duty is to see that the. business iS 
carried on in accordance with the memorandum and 
articles of Association. Some powers, it is true, maj? 
be reserved to the shareholders in the general meeting, 
and some can only be exercised by them under the Act, 
but there must inevitably be a large field of action in 
which shareholders in a company of a considerable 
size cannot directly exercise authority. These powers 
are accordingly vested in the Board of Pirectors. The 
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shareholders, therefore, cannot usurp the powers which 
are vested in the directors any more than directors can 
usiurp powers vested in the general body of shareholders. 
So far as directors are concerned, however, there is 
no doubt whatsoever that they are under a legal duty 
Cowards their company to show reasonable care in the 
performance of their duties. If we examine the regula- 
tory provisions dispassionately, we will find that most 
of them are intended to ensure better fulfilment of the 
purposes underlying the Act. In modern industry, elas- 
ticity and adaptability to changing circumstances must 
fie of paramount consideration. Some company man- 
agements have become so immersed in their old habits 
and attitudes that they are inclined to overlook die need 
for a change and even resist it. 

Article 19 of the Constitution confers a very im- 
pOTtant rigfit upon every citizen in India to practise 
any profession, or to carry on any occupation, trade or 
business. Undoubtedljr the right is to carry on business 
freely. But as has been often pointed out, none of the 
tights to freedom enumerated in Article 19 is an abso- 
lute right This right of freedom must be viewed and 
^appreciated in the social context. As the country 
develops, more and more social needs would have to be 
satisfied. It is, therefore, permissible under the cons- 
titution for the State to make law imposing, in the 
mterest of the general public, reasonable restrictions on 
this right. But whether a restriction is reasonable or 
not must be judged not in the abstract but in the con- 
text of the times and in context of the social needs 
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and socM urges. There is no absolute yardstick by 
which one can test whedier a restriction is reasonable 
or not. Any restriction which arbitrarily or excessively 
invades the right cannot be said to contain the quality 
of reasonableness. The advanced countries of the 
world have accepted the fact that the fundamental inte- 
rest of the joint-stock companies is a matter which must 
be deemed to be the concern not merely of shareholders, 
much less only of the directors or the managements, 
but also of the entire community. This is not to deny 
the vital stake of the shareholders in a joint-stock enter- 
prise or the paramount responsibility of the Directors 
for the good management but only to emphasize that 
social control and regulation of human conduct and 
behaviour are as much an essential pre-condition of a 
stable and progressive growth in the private sector as in 
any sphere of our social life. It is in the interest of our 
industrial dynamics that this appreciation should grow 
quickly, and be more broadbased than it has been 
hitherto. From my comparative study of legislation 
on the corporate form of enterprise of many countries 
of the world, and particularly of Australia, Canada, 
New Zealand and South Africa, which have undertaken 
legislation similar to ours, I am convinced that the 
degree and extent of Government control and inter 
vention depends upon the social and economic forces 
operating in the particular country. 

Since the Companies Act came into force on April 
1, 1956 a record number of new companies have been 
registered during the year ending 31st March, 1960. 
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The total ntcnber of new registrations was 1,452 
accounting for an aggregate authorised capital of 
Rs. 160.5 crores. The total number of public compa- 
nies formed during the year 1957-58 to 1959-60 was 
210 with an authorised capital of Rs. 178.5 crores and 
the total number of private companies formed during 
the corresponding period was 3,298 with an authorised 
capital of Rs. 369.1 crores. Out of the 3,298 com- 
panies, 2,762 companies were formed in the four major 
states of the country, viz., Bombay, West Bengal, 
Madras and Delhi. From the new company registra- 
tions and their steady upward trend, we can see for 
ourselves that the earlier fears and apprehensions of 
the business community were not wellrfounded. The 
Government believes that the upward trend in company 
formation bears testimony to the constructive spirit in 
which the Act is administered. The regulatory pro- 
visions of the Act, however irksome they might be, have 
not deterred private enterprise in its initiative to work 
for the prosperity of the country. Gur country’s eco- 
nomy would have dwindled and collapsed long ago if 
Private Enterprise had not stood by the nation. 

The amended Companies Act contains in Sections 
617, 618, 619, 619A and 620 special provisions appli- 
cable to Government Companies. The basic obligations 
cast upon the companies and their managements under 
the present Act are equally applicable to both joint- 
stock companies set up in the private sector by private 
enterprisers and to companies which under the provi- 




Company Law and Some Problems 

dons of section 617 are now called Government com- 

parties. 

It is worthwhile to reflect on the growth of Gov- 
ernment enterprises in the Corporate Sector during the 
last five years. The total number of Government Com- 
panies in which the Central and State Governments, 
separately or together, owned shares to the extent of 
51% or more of their subscribed capital and which, 
as a result became Govermnent companies, was 61 
on April 1, 1956, when the companies Act of 1956 
came into force. These 61 Government companies 
accounted for a total paid-up capital of Rs. 66 crores. 
In comparison with the number of 29,813 joint-stock 
companies as on April 1, 1956, the nutnbcr of Gov- 
ernment companies was very small but in terms of 
i paid-up capital, their relative position was slightly 

i better. It was at the end of 1959-60, the number ol 

I Government Companies was doubled. The total 

I number of Government companies as at March 31, 

I 1960, was 125 and their paid-up capital totalled appro- 

ximately Rs. 477 crores, while the overall number of 
joint-stock companies at work was 26,921 having a 
total paid-up capital of Rs. 1,593 crores. Thus, in 
^ 1959-60, in terms of paid-up capital, the public sector 

accounted for about one-third of the total paid-up 
capital of the companies in the Private Sector. It is, 
however, important to mention here that out of the 
total paid-up capi'al of Rs. 477 crores belonging to 
Government companies, over Rs. 303 crores related to 
one single Government Company, namely the Hindustan 
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Steel Limited which was originally set-up in 1954, with 
an initial authorised capital of Rs. 100 crores, later on 
stepped up to over Rs. 300 crores. Late entrants in 
the public sector were 23 companies formed during the 
year 1959-60. Of the 125 Government Companies at , 
work during the period 1959-60, total number of Gov- 
ernment companies exclusively and jointly owned by 
the Central Government with State Governments and i 

private interests was 50 and out of these 35 companies i 

exclusively belonged to the Central Government. The j 

remaining 75 companies belonged exclusively to the 
State Governments. 

Criticism against Government companies arises 
out of various reasons. It is observed that supemsion 
over the working of Government companies is weak. 
Although the Auditors’ reports contain serious adverse 
comments and criticism of Government companies, 
the Company Law Department as an enforcing agency I 

of the Act has not taken any action against companies I 

concerned or their directors and has accorded a differ- | 

ential treatment as regards compliance with the provi- 1 

sions of the Act as compared with companies operating ; 

in the private sector. I am not aware of any single 
instance where prosecution was ordered against a Gov- 3 
emment Company. But the provisions of the Act are 
strictly enforced against company managements in the 
private sector. We are not aware of any serious effort 
on the part of the Government to enlist support for 
law by Government companies. 

The evil of concentration of economic power in the 
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hands of private sector is being checked While ' toil- 
ing a blind eye to similar evils in the Public Sector; 

In this context, in order to realise the drearti of new 
image of corporate form of enterprise, it is increasingly 
necessary that our politicians and legislators should see 
more clearly the emerging outlines of the bureaucratic 
system in our economy. 

It is relevant to consider the working of bureaucratic 
system of management in a State enterprise. As far 
as I know, in between the Departmental head and 
j unio r clerk there are seven cadres of management. 
W set-up of administration in a Government under- 
taking normally comprises of the following cadres of 
management: — 

(1) Junior clerks, 

(2) Senior clerks, 

(3) Assistants, 

(4) Assistant Superintendents, 

(5) Superintendents, 

(6) Officers, 

(7) Deputy Chief Officer, 

(8) Chief officer or Departmental head or General 
Manager. 

If a file or a paper passes &om a clerk to the Assist- 
ant Superintendent, Superintendent, Officer and finally 
to the Chief Officer or the Departmental Head or the 
General Manager, it takes about fifteen days for that 
file or paper to come back to the clerk even if no one, 
keeps the file or paper more than a day. It is not 
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only a drain on the financial resources, but it increases 
red-tapism, breeds ineflacieney and curbs initiative. In 
private enterprise there are not so many cadres of man- 
agement. The state enterprises should emulate the 
efficiency of the private sector, 

Hiere were many good reasons for tightening up 
the penal provisions because the objectives of the Act 
remained largely unfulfilled as the penal provisions in 
the Act were not sufficiently deterrent. They have now 
been made more deterrent to ensure scrupulous comp- 
liance with requirements of the Act. Section 614 A is 
introduced in the amended Act to enable the court 
tr 5 ring any offence under the Act to compel the perform- 
ance of the duty of filing the returns, accounts or other 
documents. Section 629 A is another new provision 
which provides penalty where no specific penalty is 
; provided elsewhere in the Act. The stricter penal 
provisions might prevent undesirable elements in trade 
and industry from deliberately continuing to indulge in 
malpractices. But attempts to by-pass the provisions 
of law cannot be effectively checked until the overall 
standard of company behaviour in the country I;as 
risen and by and large the business managements Iqpk 
upon the concepts of the fiduciary responsibility of 
directors, or managing agents not only as an ideal to be 
, worked for but also as a rule of conduct to regulate 
■ their day-to-day working. 

; The Act has imposed enormous duties and responsi- 

bilities on the middlemen in company managements. 

* These middlemen are the Managing Directors, Secret 

j' 
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' taries, Managers, Accountants and other executives. 
In practice, these middlemen not only regard observance 
of the legal minimum as a matter of course, but observe 
a standard of conduct higher than the law prescribes. 
If law creates duties it is its function to confer powers 
f on those who are made responsible for the performance 
of these duties because responsibility without power 
would create an impossible situation. It is unfortunate 
- that the framers of law have not visualised the need 
i for providing adequate safeguards while enacting sec-^ 

I tions of the Act which impose enormous responsibilL- 
j ties on these middlemen. 

Considerable apprehension and misgivings have been 
expressed that the amended Act lacks practical wisdom, 

, ignores the signs of the times and needlessly makes it 
difficult for the business community to find the proper 
meaning and significance in many of detailed provisions 
of the basic law relating to joint-stock companies. A 
point in instance is the new section 43A. T^is section 
which has been on the Statute book without much care 
and intelligent deliberation has led the enlightened 
business community to think deeply about the future of 
collaboration between Indian and foreign companies. 
The more thought we 'give to this section, the more we 
will find that there is an absence of realisation on the 
part of the reformers of Company Law that collabora- 
tion for the economic advancement is needed not only 
in the interest of economically underdeveloped countries 
but also as a step forward to a better integration of 
the world economy- 
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The phflosophy underlying this section is that private 
companies which employ public money, directly or in- 
directly to a considerable extent, should be subject to 
the same restrictions and limitations as those applicable 
to public companies. The legal eSect of this section 
is that a private company will become a public company 
with certain specified exceptions within a period of 
3 months where not less than 25% of the paid-up 
capital of a private company is held by one or more 
bodies corporate. Such conipanies lose almost all 
the privileges of private companies. Many practical 
difficulties have been created by the ambiguous drafting 
of this section. The law does not state anywhere 
about the composition of the Board of Directors of 
companies which are deemed to be public. The 
minimum number of directors is at least 2 in the case 
of private companies and at least 3 in the case of public 
companies. The amended Section 287 provides that 
there should be at least 2 disinterested directors to 
form a quorum of a Board Meeting. Under Section 
174, quorum for the general meeting of a public comp- 
any is five members. Section 45 provides that share-: 
holders are severally liable for debts where business 
is carried on with fewer members than seven in the 
case of a public company and fewer than two in the 
case of a private company. The deemed Companies 
for Section 43A Companies have thus to face these 
legal implications because they are required to comply 
with all the requirements of the Act except where any 
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relaxation- is peniiitted • by law. One- does not know 
wby these technical diflSculties, were not visualised. 

Section 285 as amended requires the Board of Direc- 
tors to meet at least once in every three calendar 
months. If one construes the Section in the context of 
what the legislature has said or aimed at in bringing 
about the amendment, there is no change in law at all. 
AH that it intended to seek was to remove the anomaly 
which existed in the old section which made the inter- 
val of more than 3 months possible between one meet- 
ing and the next. The strict legal intej^retation of 
Section 285 as amended would be that if a Board’s 
meeting was held, say, some time, in January 1961, 
the next meeting must be held on or before April 
1, 1961. This practical difficulty arose because the 
Joint Select Committee ■ did not make use of proper 
■ijpords while amending the draft Section as originally 
introduced in the Bill on the amendment of the Act. 
The citizens do not expect the le^slature always to 
forsee every possible result that may ensue from guarded 
use of some words but they surely expect the legislature 
to indicate its intention with reasonable clearness. 
Clarity of language is, therefore, undoubtedly essential 
for proper administration of law. ' .The law should not 
be kept in a state of uncertainty for it only leads to 
confusion. Nothing can. be done now. We have to 
learn to be accustomed to the hasty nature of our legis- 
lative output and take consolation from what Khalil 
Gibran, the philosopher, said tp a lawyer. ' He; said: 
“You delight in laying down: laws,, yet you debghtnapre 
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in breaking them, like children playing by the ocean, 
who build sand towers with constancy and then destroy 
them with laughter.” 

Ever since the Companies Act came into force, the 
interpretation of its provisions has remained in a state 
of uncertainty. By the time those responsible for the 
management of the companies had, with considerable 
efforts, familiarised themselves with its different pro- 
visions, they were obliged to switch overnight to a 
set of numerous new provisions. This added to the 
confusion. If we go to the lawyer or a solicitor he 
will not take the responsibility of giving any authori- 
tative opinion but Will advise us to seek the opinion of 
ihe counsel and thus pass on bis responsibility. If we 
go to the auditor, he might try to pass on his respon- 
sibility to a lawyer. Ultimately when we go to a counsel, 
he might say that this is one view, this is the other view, 
tMs is yet another view and perhaps may confess that he 
himself does not know which view is correct. If we 
^ to any officer of the Department of Company Law 
Administration and ask for guidance, he will ' express 
his opinion^ purely from the departmental point of view 
with a caution that it should not be taken as the correct 
legal interpretation of the Act, because he is afraid of 
his departmental instructions. We may take the matter 
to a higher level in the Department and explain our 
view ffiat a particular provision of the Act is not capable 
of being complied with because it is defective and the 
wmts of Law do not come to the aid of defective 
statute. We want the guidance of the Department be- 
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cause we want to observe the law. The Department 
will tell us: “Well what can we do; the policy of the 
Government is like that.” If we insist on our point 
being clarified and quote legal opiiiion in support of tlie 
view, we will perhaps get a reply: “Well, we are not 
concerned with the view of the legal practitioners. We 
take a global view of the law.” And we come back 
wondering what was meant by “the global view of the 
law”. 

It is of interest to know a few instances of such prac' 
tical difficulties of the business community. In the 
course of an argument, the counsel drew the attention 
of the Court to a certain provision of the amended 
Companies Act. A high law officer of the Goverur 
ment of India happened to be in the court room. Their 
Lordships turned to him and asked, “Does the Govern- 
ment consult you while amending legislation?” He 
replied, “Yes, My Lords, at times”. Their Lordships 
asked, “But were you consulted when the Companies 
Act was amended?” Quick came the reply, “No, My 
Lords, had I been consulted, I would have committed 
suicide long ago.” 

There is another instance. An executive of a foreign 
company after a conference of 45 minutes with his 
company’s solicitor and the counsel, was not satisfied 
with the counsel’s opinion and asked: “But why can’t 
we have a clear opinion on this point of Company 
Law?” Prompt came the reply: “The law having 
turned out to be vague, and the lawyers vaguer still.” 

There is yet another instance where a company’s 
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solicitor found several interpretations of the same sec- 
tion. In despair he advised his client: “The law is 
complex, uncertain, obscure and confused, — go 
.ahead and file the documents with the Registrar. When 
things take a bad turn, we shall see.” 

When the Company law is in such a mess, it is 
unfortunate that there is such a strict enforcement of 
its new provisions and heavy penalties are imposed 
rmder Section 61 1 for late ffling of documents. A 
hmnan approach is lacking in the manner in which 
the Act is enforced. No one is perfect and even the 
most careful of us sometimes make mistakes. In fact, 
it is a true saying that a man who never makes a 
mistake will never make anything. This is not 
a climate for the strict enforcement of the penal 
provisions. Obligatory provisions and heavy penalties 
-are themselves deterrent to improper conduct. The 
businessmen say that let indignation be reserved for, 
and indeed lavished upon, those guilty of fraud or 
dishonesty or who hide the true character of their 
transactions; but those who want to comply with the 
letter of the law as also the spirit underlying it should 
have the opportunity to understand the complicated 
piece of law. The amending Act was brought into 
force on December 28, 1960, the date on which the 
President gave his assent because it suddenly occurred 
to some Wise man in the Ministry of Law that enact- 
ments passed during the year must be brought into 
force before the end of the year. Even after six 
months, the printed copies of the amended Act were 
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not made available to the public! Adding insult to the 
injury, the Government spokesmen now say that they 
are going to have stricter enforcement of the provi- 
sions of the Act because of the increasing knowledge 
and understanding of them on the part of the business 
community! I would ask the Government what oppor- 
tunity has been given to the business community to 
understand the amended legislation imposing new 
penalties, adding imprisonment upto six months for 
contraventions which were punishable hitherto by 
fines only, making radical changes in the rights and 
duties of directors, making new provisions relating to 
Managing Agents, sole selling agents, managerial re- 
muneration, and special audit by Government Audi- 
tors. Surely the Government cannot deny the basic 
concept that consent, not force, is the basis of the state 
and tliat the State cannot exist if its law is not intelli- 
gible to the citizens. 

An overall picture of Company Law cannot be 
complete unless we know something about the Depart- 
ment of Company Law Administration which is en- 
trusted with the duty of administering the complex 
piece of legislation which now consists of 675 sections, 
13 Schedules and numerous forms.' This Department 
in its present shape consists of a secretariat organisa- 
tion with headquarters at New Delhi. There are four 
Regional Offices located at Bombay, Calcutta, Madras 
and Kanpur. Each regional office is in charge of a 
Regional Director. Although the Companies Act does 
not confer on him any statutory powers, the Depart- 
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ment has entrusted him with the duty of seeing that, 
the provisions of the Act are satisfactorily implemented 
in his region. He is also delegated wi.h wide powers 
with a view to promoting expeditious disposal of ap-. 
plications made by the companies to the Central Gov- 
ernment. There is a Regional Solicitor under his 
establishment whose duty is to attend to the legal 
matters pertaining to the Department and advise the: 
Regional Director and the Registrar in legal matters. 
There is a Departmental Accounts Officer who performs 
the duties of an Inspector when investigation into a 
company’s affairs is ordered by the Government. Then, 
there is the Company Prosecutor who conducts prose- 
cutions on behalf of the Department. Each State is 
in the charge of a Registrar. Whole-time Official 
Liquidators are for the present appointed in the States 
of Maharashtra and West Bengal. Thus the Depart- 
ment nurses and brings up a company, but has no ex- 
perience and qualities of a good nurse. 

When a default is noticed, on scrutiny of company’s 
records, two notices, one of which is sent by registered 
post, are sent to the Company, the directors and the 
officers at default drawing their attention to the con- 
traventions and requesting them to make good the 
defaults within the time mentioned in the notice. Nor- 
mally no prosecution is launched if the default is made 
good within the limit of time indicated and the persons 
on whom notices are served satisfy the Registrar that 
the default was beyond their control or where it appears 
that the company had become defunct or that the 
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persons served with the notices were not responsible. 

Offences under the Act are non-cognisable and action 
could be taken by the Court on a complaint by the 
Registrar or a shareholder or a person authorised by 
^ the Central Government. 

1 There is a Company Law Advisory Commission 
with a Chairman and four members. As is now well- 
known, it is the duty of this Commission to enquire into 
and advise the Government on all matters enumerated 
; in Section 411 which covers questions concerning 

I company managements, such as the appointment, re- 

appointment of managing agents, secretaries and trea- 
surers, managing directors, and whole-time directors, 
the change in the terms and conditions of their appoint- 
ment, the variation in the managing agency agreements, 
the changes in the constitution of firms or companies 
acting as managing agents, or secretaries and treasu- 
rers, the increase in the remuneration of managerial 
personnel, etc. 

A Technical Advisory Committee has been set up 
since the last two years and its advice is sought by the 
Department in matters involving legal and account- 
ancy problems arising out of the administration of the 
Act. 

The Company law will present only a picture of 
archaic and dignified confusion unless the State endea- 
vours to preserve, and strengthen and develop the 
system of private enterprise in the organised sector 
of the economy and remove the existing tensions which 



impede its growth and expansion. The country will 
npt attain its proper heists unless the organised private 
sector in India is enabled to operate without impedi- 
ments so that it may contribute its best to economic 
development. 




Advertising and Marketing 


A, S. Peerbhoy; 


INDIA is trying steadily to build an industrial 
economy. In the next few years, we will bund more 
industries and push forward industrialisation to the 
next stage of mass production. For the ultimate suc- 
cess of an industrial economy will need mass produc- 
tion to make available more and more goods at a lower 
cost. Mass production will need mass markets — only 
through systematic marketing and carefully planned 
advertising can the consumption of Indian production 
be promoted bringing benefits to the consumer and 
helping to raise the standard of living. 

Marketii^ 

The modem concept of marketing places emphasis 
on the consumer, which means, manufacturing those 
goods which the consumer needs or will need. The 
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old concept is — sell what you make; the shift today is 
to make what can be sold. 

Marketing has been described as all the functions 
that move the goods from the assembly lines into the 
consumer’s hands. Facts are the basis of a sound 
marketing plan. The first step, therefore, is to gather j 
facts about the market: who are the buyers, where do 
they live, what are their characteristics — ^their means. j 

their likes and dislikes. In India this aspect cannot 1 

be more than emphasised, since new markets are being 
developed, new townships coming into existence bring- 
ing not only new area under development but also addi- 
tional purchasing power. 

The success of a product depends a great deal on the 
marketing plan; if the plan is well thought out and 
all its elements have been balanced against facts, the 
changes of establishing a particular brand of product i 
are excellent. ^ 

Brand name is most important for a marketing ope- | 
ration. A brand is a symbol which identifies the * 
product; it is a mark of distinction and gives to the ! 

product a position and the added value of being j 

“special”. For instance, “Dalda” is a brand name for j 
Vanaspati, but the brand has become so popular that 
all vanaspati has come to be known as Dalda. This 
is an extreme example when the brand becomes so 
synonymous with the product, that the brand itself 
loses its special distinguishing characteristics. 

A brand has five distinct characteristics : j 

Quality: Dinstinctive, one that may be relied upon 1 






Advertising and Marketing 73 

through repeated purchases of the same brand. 

Value: Honest prices competitive with and in the 
same price range of the product it represents and equi- 
table among consumers. 

Competition: Vigorous and fair competition. 
Advertising and Seilh^ : Truthful and informative 
description to which it is related. 

Prc^ess: Continuous market study to maintain the 
products to the taste and fashion prevailing among the 
consumers and constant research embodying in the 
product and the value of scientific progress. 

Admtising 

Advertising has been described as salesmanship in 
print. The purpose of advertising is to make known 
a produce — ^to persuade the people to buy. The most 
important responsibility of advertising here is not 
to make false “claims” for the products. The word 
persuade is likely to be misapplied. Persuasion will 
work only up to a point to make a person try the 
product; but if the persuasion is based on such felse 
promises as are not there, the user will never buy the 
product again. 

The success of advertising depends not on a single 
sale but on repeat sales — ^the user must buy the pro- 
duct, be satisfied and come back to buy it again. 

Advertising builds up sales and helps to establish the 
product as part of one’s life. And this can happen 
only 3 the product is really good. The point that 
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concerns a serious-minded advertisei: or advertising 
agent is: does the product fit into the general pattern 
of things? Wiil the product be used and re-used? A 
person may be tempted by the tall claims tliat adver- 
tising makes. It may induce a person to buy the 
product — ^but will he use it with satisfaction, will he 
keep on using it? Use and continuous use of the pro- 
duct is the real test of marketing. For example, the 
Ball Pen is a recent invention. When it was intro- 
duced, a definite place for ifs “usefulness” was found. 
In the case of the Ball Pen, the function advertising 
performed was to tell the public that a new writing 
instrument haid been discovered. Then advertising per- 
suaded and convinced readers that here was a product 
which would be practical , and must prove useful. 
Finally, advertising proved these claims to be real, not 
imaginary. A good product is a strong foundation 
to effective advertising. 

Sales Promotion is a continuous activity determined 
not by the demand of the present; but by the poten- 
tial future demand which can be developed. Though 
at present there is in India a seller’s market, soon we 
will face a situation when the supply will exceed the 
demand and intensive sales promotion will press for- 
ward awkwardly, to maintain previous' sales in an in- 
creasm^y competitive market. 

It, therefore, becomes incumbent to observe 
carefully the relationship of the selling expenditure to 
the sales effected thereby— —in its functional perspective 
the selling rupee must be spent effectively with a view 
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to securing a progressive future for the relevant in- 
dustry and to maintain the industry’s position in the 
market even when competition becomes intense. 

Advertising forms a part of selling expenditure and 
its effectiveness depends upon the size of the allotted 
budget. Advertising’s effectiveness stems from these 
four factors : 

1. It creates new markets more rapidly, more in- 
tensively and less expensively than any other 
method of selling. 

2. Advertising lowers cost for the consumer be- 
cause it helps mass production, which in turn 
results in diminishing manufacturing and distri- 
bution costs. 

3. Advertising brings about product improvement. 
There is a constant struggle to make the market- 
ing rupee work more effectively and this acts in- 
evitably as a spur to the development of better 
and better products. 

4. Advertising cannot ultimately sell a poor product 
and advertising cann'pt sell too, products for very 
long in ffie competitive market if that product 
stands “still” qudity-wise. ' 

The success of marketmg and advertisihg depends op 
a number of factors. , What we need today, more thah 
ever before, is to think .of marketing as an integrated 
activity to , smoothly move the products from their 
assembly lines to the consuniers. 


How To Run Your Office 
More Efficiently 

Rustom Sohrab Davar 

I WOULD like to divide the subject into two aspects; 
n^ely (I) Management of your office from the point 
of view of human beings; and (11) Management from 
the point of view of equipment or appliances. Nor- 
mally, when we talk about office efficiency, the brand 
amage projected (i.e. the impression created in the 
mind) is generally of addressing machines, duplicat- 
ing machines, perhaps electronic computers, etc., and 
the principal question that arises is one of greater 
productivity through these machines. I would, how- 
ever, like to stress more the word “Management” 
which has been de&ied as getting things done through 
people. Your office will be as efficient or otherwise 
as the people who man it. 






I 



I— MANAGEMENT OF MEN 


The most important responsibility of the Manager 
today is human relations which affects every decision 
he makes. You as manager must provide the neces- 
sary environment of both good working conditions as 
well as challenging jobs. It is only then that you will 
be able to attract, or what is more important, keep 
good people and employees in your organisation. The 
most priceless assets in any company are those xvho 
work in it. 

How will you meet today’s challenge of increasing 
productivity and creative management? Where should 
we commence our analysis so that you may run youv 
office more efficiently? If you were asked the ques- 
tion, “Who is the most important person in your life?’* 
what would your answer? I have asked this question 
often and received replies such as “My father,” “My 
mother”, “My wife”, etc. However the only honest 
answer to such a question would be “Myself”. You 
are die most important person in your life. Therefore^ 
you should start your analysis with yourself. Do not 
ask yourself the question '“What do I expect from my 
subordinates?” Rather ask yourself, “What does my 
company expect from me?” As a Manager, your 
Company may well expect from you (1) Scientific 
Management, (2) Organising Ability, (3) Adequate 
Recruitment, Selection, Control and Motivation, 

(4) Proper Delegation, (5) Sound Decisions, (6) a Good 
Example, (7) Good Leadership, (8) Poise; (9) Fore- 
si^t and (10) Initiative. 

P 
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Scientific management can be broadly divided into 
five functions : 

I FIXING OF OBJECTIVES 
n PREPARING THE PLAN 
in EXECUTION 
rV EVALUATION 
V INNOVATION 

The first is very important, but is something over- 
looked. You must know what you want to do and 
where you want to go. The objectives may be long- 
range or short-term. Once the objectives are clearly 
defined in your mind, prepare a well thought out plan 
before you begin to execute it. Execution would in- 
volve adequate organising, delegating, stafihng, motivat- 
ing and communicating. It is necessary to evaluate 
the results which can well be even during fee course 
of fee year rather than at fee end of it. Finally, it is 
necessary to make innovations or improvements and 
alter your objectives, where necessary. 

The above are fee five broad functions. The 
question of right personnel and their proper direction 
still remains nnpbrtant. In this connection there are 
certain major functions of a manager which come 
tinder fee headings : 

I SELECTION 
; n TRAINESTG 

- . m CONTROL ■ ^ ^ 

IV REMUNERATION AND INCENTIVE 



FINAL DECISim 


PHYSICAL EXAMINATION 


2 INTERVIEW 
W SOURCES OF RECRUITMENT 


questionnaire 


MAN SPECIFICATION 


PROCEDURE 


Selection has been pui^ placed first. You must 
have the right raw material before you process it to 
get the final product. You have got to select wisely. 
In case you have to dismiss an employee, on a fair 
analysis, you can only arrive at one reason and one 
person to blame who is certainly not the employee 
involved. The fault lies in wrong selection. Had you 
selected wisely, trained appropriately and controlled 
effectively this dismissal would have become unneces- 
sary. If you select the right type of person, it is 
easier to train and control him. Remuneration and 
incentives will then have a meaning. 

The selection procedure means much more than an 
advertisement and an interview. The following are the 
steps in a scientific selection procedure: 


How To Rm$ Your Opce Mare Efficiently 
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It is best to prepare a “job analysis” and a “diffi- 
culty analysis” defining clearly the nature of the work 
involved. This will enable you to ascertain and list 
the qualities required of the person for executing that 
job effectively. Such a list is 'called a “Man Specifi- 
cation.” Once the naan specification is clearly defined, 
you will know the type of person for whom you are 
looking. 

Questjonnake : The next step is to prepare a list of 
questions which the applicant is required to answer. 
This is known as the “questionnaire” or the “applica- 
tion blank.” The questionnaire must be keyed to the 
man specification so that the answers would constitute 
an indication as to how far the applicant possesses the 
required qualities. The questionnaire is a very useful 
tool for weeding out undesirables. The next question 
would then be consideration of the sources of recruit- 
ment. 

Sources of Recruitment: Ike question that arises 
here is— -should recruitment be internal or external? 
Internal recruitment wiU encourage your staff. The 
staff will realise that, provided they work hard and 
prove their merit, promotion is available to them. The 
importing of new blood is only justified when you do 
not have a suitable person in your own organisation. 
Once the source of recruitment is fixed, applications 
received, weeding out over, next comes the interview. 

interview : Interviewing is an art. You may have 
heard that Hitler ’used a particular technique for inter- 
views. He sat on a hi^ pedestal in order to instil 



awe into the minds of the persons to be interviewed 
and watched their reactions as they were made to walk 
up to him from a long corridor. This type of “scar- 
ing” interviews does not give satisfactory results. On 
the contrary, put the candidate at ease and tactfully 
get more information out of him which he would have 
otherwise withheld. 

Then there are Psychological and Aptitude tests, 
which is a most controversial subject, followed by 
checking of references, medical examination and the 
final interview and decision. 

You are now ready for training your employee. 
Many managers expect the new applicant to fit into 
the new job immediately without any assistance from 
his own organisation. Such managers are normally 
disappointed through no fault of the new entrant. It 
is your duty to train your employees. If they have a 
suitable general background or knowledge of office 
routine and commerce your training problem will be 
comparatively simple. As there are bound to be 
certain features peculiar to your own office the new 
entrant must be oriented into your environment and 
requirements. 

Traiiiing Plan : In order to fix an adequate training 
plan it is necessary to answer the following questions; 

I WHAT ? 

II WHERE? 

III WHEN? 

IV BY WHOM? 

V HOW? 
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* With regard to “what is to be tau^t?” the job and 
the difficulty analyses would have laid the foundation 
for the kind of training required. The next question 
requires a decision as to whether training is to be cen- 
tralised or decentralised. With regard to “when should 
training be given?” the answer would be, “In the be- 
ginning as well as continuously.” Many offices do give 
initial training but overlook the importance of the fact 
that training must be continuous as there is room for 
improvement in all of us aU the time. You would also 
have to decide “by whom should training be given?” 
that is, whether it is a line function and the superior 
is directly responsible, or whether it is a staff func- 
tion to be performed by specialists in the organisation. 
The last question “how?” makes you think of and 
determine ffie training formula. 

The Tcahun^ Fonnnla : An ideal trammg formula 
would be, 

I PREPARE 
n TELL 
in SHCrW 
IV PRACTICE 
V CHECK 

In other words, prepare the candidate by making 
him want to be trained. Put him at ease in his new 
environment. Then tell him what is to be done and 
“why” it has to be done in a particular way. It is 
better to show him how it should be done. Now let 
him practise. You cannot teach a person to ride a 
horse by doing aU the riding yourself. Let him make 




mistakes. Encourage him td pull out of mistakes him- 
self. It is not enough to train a person. His work 
should be checked every now , and again. This should 
be done tactfully. The tactful technique is some- 
times described as the “Sandwich-’ technique. Put 
your criticism politely in between two compliments. He 
will appreciate it the more. 

Basic Training Methods: The three basic training 
methods are : 

I TELLING 
H SHOWING 
III CONFERRING 

In the first method, which is the orthodox method, 
you give the information. When time at your disposal 
is short it is the most effective and quickest method 
of transmitting information. Action speaks louder 
than words. Therefore, the showing method is more 
effective. The conferring or discussion technique is 
an effective method but is slow and time consuming. 

Set a Good Exainpte : The best mode of training. 


Set a good example* 
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however, is by example. Control of the employees be- 
comes easier as they are wiUing to follow the example 
set by the manager. Your employees are always watch- 
ing you as to what you are doing. 

The top man is like a gold fish in a bowl watched 
always by many. When you come to the office, come 
in time. Set a good example. The same is the case 
with the way you handle the inquiries. If you deal 
with specific inquiries by merely sending the catalogue, 
your subordinates, will follow your example and the 
company will suffer. 

The Whip vs. Ihe Carrot Tedinique : There are two 
techniques of control which may be described as (1) 
the ‘"S^ip” technique and (2) the “Carrot” technique. 
In the earlier days the “whip” technique was employed, 
If employees did not do a particular job, they were 
liable to be dismissed. There was always the threat 
of losing the job hanging over ffie heads. 

Things have changed nowadays. The “whip” techni- 
que has become outmoded. Just as a donkey would 
move at the sight of a dangling carrot, employees can 
be moved by proper incentives and proper motivations. 

Delegation ; Delegation is an important part of scien- 
tific management. Generally, in our country, delega- 
tion is missing. This may be due to various reasons. 
The manager may feel that subordinates cannot do 
things as well as he himself, but he must realise that 
unless he allows his subordinates to pick up greater part 
of his work, he will not be able to keep himself free for 
the more important duties. In order to build in your- 





How Ti£> Run Your Office More Efficiently 87 

self this capacity to delegate, you must be willing to 
let go — w illing to allow your subordinates to make 
mistakes, wflling to trust them, and to give other peo- 
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The question of the carrot technique has already 
been discussed. The motivation or incentives can 
either be psychic or financial. It must be admitted 
that financial motivation is more effective than psychic. 


Motivaiian. 


However, you know from personal experience, that it 
you pat a person on his back, he is happy. Praise 
him when praise is due. If he does something credit- 
able, do not pat yourself on the back in front of your 
superiors. However, if you give him more money as 
bonus or prize he is happier. Both are important to 
keep up your staff’s morale and motivate them to 
higher productivity. 



The Pilmg System, 


FQfi^ vs. PHing : One important aspect of eflScient 
management of an office is the filing system. When we 
think of filing systems, we often think only in terms of 
storage, profection and attractiveness; but the most 
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n— MANAGEMENT OF MATERIALS & 
EQUIPMENT 


We now come to the second aspect of how to ruin |j 

your office efficiently. This aspect will be more effec- p 

tive and easier if you have followed proper methods ^ 

in the first, namely managing people. 



Automatic Typetvriiers. 
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important object has necessarily to be “finding”. You 
must be able to lay your hands on the document or 
paper required. The filing system is, therefore, some- 
times described as the system of “finding”, instead of 
“filing”. In poorly organised offices, there is “piling” 
instead of “filing”. 

Equipment : Another important aspect is mechani- 
cal equipment. These may consist of automatic type- 
writers which have great utility where a number of 
circulars have to be sent individually typed. 


By using dictating machines, the problem of the 
stenographer can be solved to a large extent. The 
stenographer will not have to wait for your conveni- 
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ence and waste her time. Somehow, our executives 
are unable to get used to the idea of dictating machines, 
which definitely increase productivity. 



Stenographer at home. 


It is obvious that through scientific management, you 
as the manager can delegate all work of a routine natufe. 
Follow the rule of management by exception. Deal 
only with out of the way type of work. You will then 
have more time for creative thinking resulting in 
innovations. 

I Every organisation must be progressive and not 
static. Itmovation is the life-blood of progress, 
f Tnftwmati on Technology : Increased productivity is 
I the result of improved techniques such as computers, 
automation, operation research, marketing research, 
i From the point of view of running your office more 
efficiently, you are concerned with the control of data 
which may be described as information processing or 
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infomation technology. Information technology in- 
cludes all tools and processes which help managemem 
to arrive at decisions by presenting relevant informa- 
tion. 
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^inH. Decisions based on hunches will soon go into 
the past. 

If you have an adequate system of management in 
your office, you can play a very effective role in the 
attainment by your organisation as a whole of its objec- 
tives by commimicating and facilitating access to 
adequate information speedily. 



As A Business Grows 



N. H. Athreya 



GROWTH certainly poses its problems, some of them 
very complex and confusing. Those who try to restrict 
their business for that reason — or for any other reason 
—should remember that a business either grows or 
goes. The writer knows a number of cases where the 
proprietor deliberately decided not to allow his busi- 
ness to expand. In the process, he did not allow the 
business to exist either. Though no formal study has 
yet been made in the country, over 80 % of the “big’ 
business today can be traced to “small” business of 
yesterday. 

The grovrth can be quantitative or qualitative or 
both but growth is the very nature of every healthy 
business. Those who harp on small business would 
do well, therefore, to plead for and encourage busi- 
ness as such. In the final analysis, what we all seek 
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is what produces wealth for the country and it is 
enterprise that produces wealth: and it will be well 
if those in business and those in government do all 
that is in their power to encourage enterprise. Merely 
emphasising on the smallness of business will be fight- 
ing a natural phenomenon. 

If the first phenomenon is that every healthy busi- 
ness grows, the second phenomenon today is that every 
healthy business is growing in an accelerated way. 
Many of us will like the growth to be much more 
leisurely but we are living and working in an accele- 
rated, developmental economy and we have to face 
this phenomenon of accelerated growth. Growth in 
itself brings problems in its wake. Accelerated growth 
brings much more. If we care for the health of the 
business, we have to have directed growth. If growth 
just happens, there will be imbalance and lopsidedness 
and to that extent the future will be impaired. How 
do we direct growth, how do we direct orderly growth? 

It is Imre that scientific management comes handy. 
I wish to confine myself to one of the major problems 
of a growing business: the peoplenproblem. “The 
trouble with industry,” said a one-time President of 
the International Harvester Co., “is that it is full of 
people.” This is true. If there were no people, there 
will be no trouble. For that matter, there will be no 
industry either! 

The people-problem has its roots in the expectations 
of the people concerned. And who are the people 
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concerned? The customers, the workforce, and the 
governmental personnel and general public. 

, Generally speaking, the expectations of the people 
in our country have changed since Independence and 
are constantly changing. As a business grows, the, 
expectancy of the people vis-a-vis the growing com- 
pany changes in a big way. 

The customers expect much more and much better 
service and unless the business takes up “marketing” 
and “innovation” as major and dynamic functions, the 
growth cannot be smooth or healthy. The scarcity 
economy today is likely to breed a false sense of 
complacency. For many years, the economic situa- 
tion is not likely to serve us the warning and therein 
lurks the danger for a growing business. 

A better service at a lesser cost, a better product 
at a lesser cost: that is normally ordered by the com- 
petitive situation. The absence of competent compe- 
tition is likely to sptoil the chances of'Tiealthy growth 
tomorrow and we have to warn ourselves constantly. 
Well-meaning business leaders should look ahead and 
take the initiative in their responsibility to the custo- 
mer population. 

As a business grows, the workforce and the general 
public modify their expectations. They expect the 
business leaders to behave as trustees instead of sole 
proprietors. ‘Doing as one likes’ is tolerated in a 
small-business proprietor, but not in a growing-busi- 
ness Director. And so does the Government. It expects 
much hi^er civic sense and social responsibility from 
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the manager and the owner of a business, as it grows. 
Demands are made more ‘exacting’. 

As a business grows, then, the situational demands 
change. Those who manage a business have to mea- 
sure up to these changed demands if the going is to 
be good. The most significant section here is the Top 
Management. It has to concede the expectations of 
the people concerned and readjust its values and ways 
to suit the changed and changing demands of the popu- 
lation within and without. This is not easy. This 
does not happen. This readjustment has to be brought 
about consciously. 

Middle management is the next important section. 
This section has less chances of sensing the changing 
demands of the situation. As a business grows, people 
therein do not grow automatically. They have to be 
grown. In fact, it is true to say &at “companies grow 
as man grows and men should grow first.” To make 
this growth possible is a responsibility of every Top 
Management. 

When a company grows, it is important to remem- 
ber the social environment in which it operates and 
to regulate its affairs according to what the public 
legitimately expect of the company. A growing busi- 
ness has to consciously win the goodwDI of the public 
not only for itself — as it did when it was small — ^but 
for business as a system, as a way of life. The busi- 
ness leaders can ill afford to alienate the public by 
their thoughtless or short-sifted actions. They should 
constantly remember that the people can vote down 
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business as a system and in a democracy the power 
of the vote is the greatest power. 

This raises the questions of business ethics and 
business morality. It is easy to argue that business 
need have nothing to do with morality, that all is 
fair in love and war. This attitude can prove treach- 
erous in terms of the future of both a business and 
the business system as a whole. That perhaps is the 
reason why a leading industrial leader of America, 
H. W. Prentis, said: 

“It requires in particular that we so manage as 
to root our decisions and the actions of the enter- 
prise we are responsible for in — 

“The principles of liberty, not the principles 
of compulsion; 

“The principles of reason, not the principles 
of force; 

“The principles of leadership by objective goals 
and by integration of voluntary efforts into co- 
operative teamwork, rather than leadership by 
command or fear; 

“The principles of morality, not the principles 
of materialism; 

“The principles of religion, not the principles 
of atheism; 

“And finally, the management and the business 
enterprise be rooted in the deep belief that how- 
ever complex society and its social relationships 
may become, the natural rights of the individual 
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I As A Business Grows 

I as a person, including the right to acquire and 

hold property, are of a different order of priority 

than the rights of Society.” 

He adds : 

“Perhaps you are surprised that a hard-headed 
I business man like myself defines management in 

terms of morality. Perhaps I trust not ^youmay 
say to yourself that these are the things one is 
expected to say in a speech, but they can be 
forgotten when one returns to his daily work. Let 
me, therefore, stress that it is precisely because 
I am a hard-headed business man that I lay the 
foundations of management on moral values. My 
working life has parallelled the great industrial 
revolution in the United States; it has paraUelled 
the growth of my own company. Looking back 
on this past half century, I see above all that it 
is the moral values, the moral foundations, that 
are hard-headed and practical. Leadership on 
any other basis misleads and ruins.” 

MEETING THE CHALLENGE 

As a business grows, we have to join hands with 
others in preserving business as a way of life, compe- 
titive enterprise as a way of life. Not because it means 
our perpetuation, but because it means higher standard 
of living for our countrymen. 

The place of business in the common game of 
raising the standard of living and the problems of a 
growing business are not adequately understood by the 




general public. We need set up a body akin , to the 
Institute of Public Affairs in Australia to educate the 
public on the economic facts, on the place of compe- 
titive enterprise. 

Many businesses have grown and are growing in a 
non-organised way. They would do well to set their 
houses in order well and quick. The time is oppor- 
tune in that the economic pinch is no handicap now. It 
is an onerous responsibility; but discharging it will be 
richly rewarding. 


7 




Financial Control of Medium 
and Large Enterprises 


I AN enterprise or an undertaking can be classified 
I as a medium or a large one, if it employs more than 
i 100 workers and its investment in fiixed assets amounts. 
I to not less than Rs. 10 lakhs. It is difficult to define 
s clearly a medium-size undertaking, 
j Finance is the basis of the whole structure of the 
i going concern and is the continuing concern of any 
( Chief Executive. The resources at the disposal of 
t those in charge of the enterprise are; scarce and dear. 

It is, therefore, the responsibility of the top manage- 
i ment for making the best use of the resources for 
; optimum production and maximum profits. You can- 
not do much for shareholders, employees or customers 
, if you do not make money. The fortunes of hny enter- 
'f prise. Targe, toedium or small, to a great extent, depend 
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upon the financial control, which frequently receives 
the least attention from the top management until it is 
too late. According to Mr. T. G. Rose, a noted 
authority on finance, even where the business activity, 
the quality of the products marketed and the return 
on the capital employed are in the most satisfactory 
condition, it is possible for the enterprise to go into 
liquidation if the financial control has been unsound. 

Financial Management and control ^ involves the 
provision of adequate funds at all times for operating 
Md capital purposes and the sound utilisation of these 
funds. An adequate organisational structure with 
authority delegated and duties clearly defined and 
people capable of performing their duties efliciently, 
honestly and with a spirit and attitude that will make 
for organisational cohesion, is the first requisite for 
financial control. The modern accounting system will 
include adequate internal checks and controls not only 
to safeguard the property and assets of the business 
but also to prevent errors and frauds. These, together 
with internal and statutory audit practices, provide 
normal control features in every well-managed enter- 
prise. 

Besides these ordinary measures, the data required 
for control of financial position are as under: 

(1) MonMy Balance Sheet: A balance sheet is a 
statement of the assets, liabilities and net worth at a 
given date'. It is the most important primary docu- 
ment of a business, since it shows whence the money 
in the business has been obtained and where it was 
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invested at the date the balance sheet was drawn. For 
the piupose of control, the important thing is not a) 
much the actual position as the extent to which that 
position has changed since the end of the last financial 
year. Since horizontal form of balance sheet is not 
convenient for use in financial control, the same is 
prepared every month in vertical form and entered on 
a comparison sheet so that the movement of assets 
and liabilities since the beginning of the year can be 
watched. 

(2) Working capital statement: One of the most 
vital points to watch in financial control is the liquid 
position which is usually checked by the ratio of cur- 
rent assets to current liabilities. Payments for good-s 
and services must be made in cash and as such liqui- 
dity is an important factor in financial policy and is 
considered to be indicative of the financial stability 
of the enterprise. It reflects the extent of the working 
capital which is represented by the excess of current 
assets over current liabilities. Current assets are those 
which are in the form of cash or convertible into cash 
within a short period in the normal course of busi- 
ness. Examples are trade debtors, bills receivable, 
advances, stocks, work-in-progress, temporary invest- 
ments etc. Current liabilities are those which have to 
be met within a short period and must be distinguish- 
ed from long-term liabilities, such as debentures which 
is capital taken on loan usually for a long period at 
a fixed rate of interest. 

It is generally considered that the ratio of current 
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assets to current liabilities of 2 : 1 is desirable, but 
■there is no sanctity in such a ratio and this will vary 
with different industries. A business with a quick turn- 
over needs much less working capital than another 
where the turnover is not so quick. A high current 
ratio may suggest non-utilization of resources. If a 
major portion of the current assets is made up of slow- 
moving inventories, work-in-progress and raw mate- 
rials or accounts slow of collection, and the short- 
term liabilities have to be met promptly, the business 
may be approaching technical insolvency, even though 
it has a high current ratio. This happens when the 
enterprise is “overtrading”. Since the only money re- 
ceived comes from the debtors, the cash coming in 
may not be adequate to cover current expenses. Un- 
less, therefore, money can be borrowed, there is a 
grave danger that the enterprise may withhold payment 
of its crechtors in order to pay the wajges and expenr 
ses. This may end in the creditors putting the busi- 
ness into liquidation. It is, therefore, very important 
for an enterprise to examine the composition of the 
current assets. It is a good practice to watch the extent 
of the liquidity position by drawing up the statement 
each month, setting out first the current liabilities and 
then the current assets required to balance. Because 
of the undependable character of the current ratio, a 
more precise insist into the technical solvency can be 
had only by a further device to test the adequacy of 
the current ratio. This device is called the Liquid 
or the Acid Test Ratio and is obtained by comparing 




■.■Am*- 


Financial Control of Medium and Large Enterprises 103 

the current assets exclusive of stocks and current liabi- 
lities less Bank overdrafts. The reason for the exclu- 
sion of Bank overdrafts is that it islTmethod of obtain- 
ing finance and bank accommodation is not necessarily 
liable to be paid on demand. Similarly, stocks are 
eliminated as these are not as quickly convertible into 
cash as debtors. A quick ratio of 1 : 1 is usually taken 
as a satisfactory index of business solvency. 

Another useful and important information that 
could be obtained from the working capital statement 
is the ratio of Debtors to Creditors. The debtors re- 
present the sale price of the goods sold, including the 
profit element, and as such provide cash to the enter- 
prise for payment to the creditors for goods and 
services, whe&er for production or capital expenditure 
purposes. Therefore, it follows that normally the 
debtors of the enterprise should considerably exceed 
its creditors. The amount of this excess as a percen- 
tage depends upon the circumstances of the case and 
should be ascertmned in each enterprise in order that 
a standard can be set up for checking purposes, ; 

In an inflationary economy, large amounts get tied 
up in working capital, thus locking up funds vitally 
needed for purchase of machinery and plant. An ana-« 
lysis of working capital may indicate, amongst other 
things, that the stores and spare parts have continued to 
increase. Control over stores and spare parts is very 
vital, inasmuch as, apan from the risk of obsolescence, 
deterioration, damage, difficulty in storage etc., abun- 
dant stocks of stores and spare parts provide an indu- 





cement to use them lavishly, resulting in wastage 
which can be avoided. 


(3) Operating profits: The figure of operating 
profits is a further indication of financial efiiciency 
which should be watched. It is of importance from the 
management standpoint, as indicating whether adequate 
use is being made of the total capital employed in 
the business. The theory of return on capital em- 
ployed is a device by which profits can be measured 
by division, plant or commodities. This theory directs 
the management as to which direction to develop 
having regard to the comparative profitability of each 
division or department, and most important of all, 
it enables the management to judge, at a glance, 
whether the organisation is progressing or not. It 
also enables comparisons of the earning power of 
different industrial units within the same class. 

The return on capital employed thus provides a 
standard measure of operating efficiency and the earning 
power of the business. It is the ratio of the net profits 
to the capital employed. The profits may be before 
or after tax. What return is to be expected from 
capital invested is a question that must be decided 
by taking into account the following factors : 

1. Type of Industry 

2. Location 

3. Financial, political and fiscal factors 
. 4. Risks involved etc. 
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The yield, however, should be fair. Abnormally 
high or abnormally low yield are both likely to be 
looked upon with suspicion. 

There are differing views as to the computation of 
capital employed. It may be . total assets employed in [; 

the business irrespective of their sources, while, it may I 

be total assets exclusive of non-trading assets and out- j 

side liabilities. It may be that one enterprise adopts | 

the value of fixed assets at original cost less depre- 
ciation, while some other may use estimated replace- 
ment costs. The computation of capital employed 
should be uniformly followed once a particular method 
is adopted. 

The profit on capital employed must be sufficient to 
'■cover : 

(1) Depreciation and increased cost of replacement 

of fixed assets, 

(2) Amount to be retained into the business to 

provide for normal expansion and to provide 

against business fluctuations, 

(3) Reasonable dividend after providing for taxa- 

tion. , ' ' ’ ' ^ ^ I 

This theory of return on capital employed also i 
enables the management to determine the question 
whether the enterprise could, in given circumstances, 
solely depend for sales on its own manufactured pro- 
ducts or should resort to outside purchases. This point 
can be illustrated as under: : : .. 




Produce 


Purdrase 

Sales Rs. 

10,00,000 

Rs. 

10,00,000 

Profits after tax Rs. 

1,50,000 

Rs. 

1,25,000 

Percentage to sales 

15% 


12.5% 

Capital employed Rs. 
Return on capital 

7,50,000 

Rs. 

5,00,000 

employed 

20% 


25% 

This illustration indicates that though 

the cost of 


purchase would be higher, the capital employed would 
be lower to result in an improved return on capital 
employed by 5%. This would suggest that the pro- 
ducing of goods is not advantageous and the surplus 
capital can be utilised for other pmiposes. 

(4) The Cash Forecast is another important factor 
in the financial control activity. Ca^ forecast is a 
must in the projection of money needs. The cash 
situation may be entirely different from the profit 
situation and many a concern which is making good 
profits in paper may be unable to meet its obligations 
as a result of bad financial management. Manage- 
ment can obtain information about the biUs to be paid 
within the next three months and carefully estimate 
a cash forecast, setting out at the top the opening cash 
balance and the receipts during the month from Sales/ 
Debtors or from any other source of funds. The total 
will indicate the total cash available during the month. 

Next come the cash outgoings beginnmg with the 
normal business payments for materials, wages, sala- 
ries etc., and capital expenditure which should be 
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shown separately. Payments to be made for dividends, 
interest on debentures, other loan capital, taxation and 
so on will be shown thereunder. The sum of these 
items will give the total cash required to meet all 
obligations during the month. Then by subtracting 
the estimated cash outgoings from the total cash avail- 
able diuring the month, the management can find out 
whether there will be an increase or decrease of cash 
at the Bank or a decrease or increase of overdraft. The 
cash forecast shoxdd relate basically to established bud- 
gets and be flexible to reflect departures from budgeted 
performance. The three months’ review is better than 
the sin^e month ahead, because of the longer preview. 
A single month can show a big diSerence from fore- 
cast if a large cheque expected during the month is 
received in the first day or two of the subsequent 
month. 

While on the subject of cash forecast, I would like 
to dwell briefly on budgets as an essential tool in the 
hands of management for control. Mr. Henry Fayol, 
a noted authority on Management, said : “to manage is 
to forecast and plan, to organise, to command, to co- 
ordinate and to control.” A budget as a management 
tool will aptly fit in with this definition. In commonly 
accepted terminology, “it is a financial and/or quanti- 
tative statement prepared prior to a definite period of 
time, of the policy to be pursued during that period 
for the purpose of obtaining a giVen object.” A budget 
will conform to Mr. Fayol’s principles, because it 
forecasts and plsms expenditure, income and activities 
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Qf the concern and the effect thereon of external in-^ 
fluences, it organises the business to secure maximum 
profit from the fixed and working capitals available, 
coordinates the various departments in a well defined 
programme and helps the management in the delega- 
tion of responsibility and authority right down almost 
to the person who is actually responsible for producr 
tion and spending. Budgetary control is a subject by 
itself and as such, I do not propose to go into details. 
I would only Idee to mention that, the budget should 
aot be a watchdog, prying mto the activities of execu- 
tives. In short ft should not be imposed but agreed; 
Budgets must be^ , from the shop floor sufficiently 
well in 'advance. A series, of conferences at all mana- 
gement levels should be undertaken so that .:the dis- 
cussions culminate in a series of operating budgets to 
fit well into the master plan. iTie operating budgets 
then berome the standard which the exwufives must 
stove to reach. The targets themselves should be 
from the basis of past performance and from a statis- 
tical look into the future by study of trends and 
growth of business in one’s own field. 

Another important point with regard to budgeting 
is that it should be flexible. It should be capable of 
adjustment from time to time, for reasons beyond the 
company’s control.- Cases in point are the shrinkage 
.or increase of market for the product through shifting 
consumer demand, entry of competitors into the field, 
economic conditions and- price war, Wage. 'rates and 
cost of manufacture going high, tiirough rising prices and 
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Government legislation imposing new burdens for 
labour welfare, export and import tariffs etc. 

In a fast expanding- organisation, it is often neces- 
sary to provide long-term finance, because more in- 
vestments become tied up irretrievably. The problems 
of a continuing and rising overdraft with the banks 
is not a solution because the function pf bank over- 
draft is not for investment into assets at the cost of 
liquidity position. Alternatives of long-term financing 
by long-term borrowing and, securmg of equity capi- 
tal have all to be studied. 

There is the problem of capital expenditure in an 
expanding organisation which needs considerations of 
the general level, of expenditure and the subseqnent 
justification fpr individual projects within the program - 
me. ’ In planning capital expenditures, it is necessary 
to make a detailed study on the profitableness of each 
venture in case of an expansion or when it is replace- 
ment, how best it could be achieved. Capital expen- 
diture budgets properly scheduled for each; year and 
worked and properly recorded give much data as to 
the progress and investment of cash in fixed assets. 
Investments every month and year should be com- 
pared with programmed expenditures, so as to be 
able to plan the finance for consequent expenditure. 

(5) Statement of The Sources and AppKcation of 
Funds : The capital employed in a business is con- 
stantly changing and therefore, at reasonable intervals, 
say, a month, a statement of the Sources and Appli- 
cation of Funds should be prepared which will show 


‘ 
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the alteration in the financial position between two 
dates. This statement is an important tool of finan- 
cial control as it summarises changes in financial 
elements between two dates. The top management can 
watch from this statement how the money, with which 
it is doing business, is moving — ^whether during the 
month money has come into or gone out of the 
business. 

The sources from which funds may be obtained by 
a business are as 'follows : 

(a) Current profits 

(b) Issue of new capital 

(c) Long-term loans 

(d) Sale of fixed assets or investments 

(e) Amounts provided for depreciation or other 
reserves 

(f) Decrease in workmg capital. 

Funds may be applied for any of the following 
purposes ; 

(a) Losses incurred in the business 

(b) Repayment of capital or long-term borrowings 

(c) Payments of dividends to sharesholders 

(d) Purchase of fixed assets or investments 

(e) Increase in working capital. 

The method of preparation involves firstly a scrutiny 
of the Profit and Loss account to ascertain all debits 
(or credits) which are really transfers to (or from) 
reserves. These are added back to (or deducted from) 
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the profits as they are really appropriations of profits. 
Although depreciation is a very real charge against 
profits, it does not involve the use of cash resources 
and, therefore, adds to the financial resources of a 
business. Next a comparative balance sheet is prepar- 
ed and the change in each item — ^whether plus or 
minus — ^is ascertained. These are then reflected in the 
funds statements. The current liabilities and current 
assets are reflected net by way of increase or decrease 
of working capital. Increase (or decrease) in other 
assets like fixed assets and ihvestmenFs or in other 
liabilities like capital reserves, long-term liabilities are 
all shown individually in the statement. This state- 
ment draws the attention of the top management to 
what has happened, perhaps more clearly than a finan - 
cial statement would do. 

(6) Financial Ratios : The financial efficiency of an 
enterprise is also assessed by means of ratios of one 
kind or another. Some of these ratios are of much 
assistance in financial control. 

(a) Liquid Assets to Current LMtilities : This ratio is 
known as the liquid ratio or Acid Test Ratio and in- 
dicates, as explained earlier, the adequacy (or other- 
wise) of the cash resources of the business to meet 
immediate current commitments. Where the ratio is 
less than one, the position should be examined to see 
if some of the current assets can be turned into liquid 
assets or alternatively if it is possible to reduce the 
current liabilities. 

(b) Current Assets to Current LiabOities : This ratio 
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known ^s the current ratio, is a test of solvency or 
short term financial strength, as explained earlier. 

(c) Turnover of Debtors : This ratio indicates the 
number of days the credit is outstanding at the balance 
sheet date. It measures the capital locked up in book 
debts and the efficiency of credit control. The amount 
of credit sales for the year is divided by 365 to give 
the average daily sales by which the receivables out^ 
standing at the end of the year is divided and the 
result is the number of days' credit outstanding at the 
balance sheet date. If the length of time revealed is 
excessive compared with the average period of credit 
allowed, it indicates the inefficiency of the Collection 
Department. 

(d) Stock-turnover ; This is another important ratio 
measuring the operating efficiency of the business and 
is ascertained by dividing the cost of goods sold by 
the average of the inventories. The rapidity of the 
turnover itself varies considerably according to the 
class of the business. For example, the rate of stock 
turnover would be much higher in a concern dealing 
with, say food, as compared with those dealing with 
motor cars. In the' case of a manufacturing concern^ 
the rate of turnover should be calculated separately 
for raw materials and finished goods, A low stock 
turnover may be the result of bad buying, accumulation 
of obsolete stock or carrying of too much stock. This 
is a danger signal. When the stock turnover is quicks 
the company can afford to sell on a smaller gross 
profit fiiargin. 
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(e) Eatio of sales fo ixed, assets or. Plant tiirnoVer : | 

By comparison of the ratio from year to year or with i 

competitors’ ratios, the management can get a rough ! 
idea of how well the fixed investment is being used. | 
A high ratio indicates low fixed charges. Businesses with J 

a low ratio should provide themselves with suE&cient ; 

safeguard to ward off trouble during a period of depres- I 
sion an J business recession. j 

(f) Operating profits to total capital employed : This j 

is the ratio of operating profit (before or after taxes) 1 

j to total capital employed (excluding noh-operating 

I assets), and indicates the economic productivity of 

I capital and the earning power of the business. This 

I ratio, therefore, embraces all the investment activities 

I of the management. 

I (g) Net profit to net worth : This ratio indicates the 

^ earning power of the invested capital and will show 

1 what shareholders will receive after taxation charges 

1 have been met, and how well the funds invested in the 

business has been utilised. 

Ratios, however, suffer from the disadvantage that 
when they change, it is not possible to say without 
i reference to the figures themselves whether the move- 
ment has been influenced by one or the other, or both. 

They are clues rather than conclusions. They explain 
and emphasise and only indicate the direction in which 
further enquiries should be made. For example, the 
trading losses of an enterprise may be due to its ex- 
cessive labour cost. Ratio analysis will indicate the 
weakness but will not give the reasons for the trouble 


which will have to be determined by further investi- 
gation. In spite of these limitations, the Ratio analysis 
is of the greatest significance in regulating the opera- 
tional efficiency of an enterprise, as they give immense 
amount of information and provide : 

(i) measures by which to gauge the result of past 
operations, 

(ii) guides by which to regulate the present per- 
formance and 

(iii) goals by which to set future estimates. 



Financial Control of Small 
Enterprises 


M. R. Shtoff 


A SMALL enterprise is generally understood today as 
one having an investment in fixed assets not exceed- 
ing Rs. 5 lakhs^ irrespective of the number of workers. 

The typical small enterprise is financed by the 
owner-manager, his family and Mends. The constitu- 
tion may take the form of a sole proprietorship, 
partnership, or a joint-stock company. It has virtually 
no access to the stock market and thus there is an 
obvious limitation on the amount of capital that can 
raised. Besides, there is very often a strong desire on 
the part of the owners to retain controlling interest in 
the business which restricts the amount of outside 
capital coming in. 
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difficulties owing to relatively low profitability, as com- 
pared to large enterprises, and high rate of taxation. 
Even where the enterprise takes a corporate form, it 
usually comes under the mischief of Section 23A of 
the Income-Tax Act which entails a compulsory dis- 
tribution of a certain percentage of the profits as divid- 
ends. 

The scope for raising loans and debentures is restric- 
ted owing to the limited availability of tangible assets 
which can be offered as security. Even where unse- 
cured loans can be raised, the rate of interest payable 
would be relatively high; - 

Fortunately, in recent years a number of agencies 
catering to the needs of small business have come on 
the scene, which may be mentioned here. 

(i) The State Bank of India has a liberalised scheme 
for granting Short-term loans for working capital 
requirements, normally against hypothecation of 
stocks, and in appropriate cases even as clean 
advances. Usually accommodation is extended to 
units whose products have an assured market, e.g., 
goods manufactured against Government or other 
firm orders or in cases where they are readily 

i saleable. Where the security offered is inadequate, 
a collateral in the form of a mortgage on immov- 
able property may be insisted on and/or guarantees 
from third parties. 

(ii) Other Commercial Banks also grant short- 
term loans to small enterprises. As a rule, these 
Banks have not contributed in any substantial 
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manner to the financing of small enterprises in 
view of the rigid standards applied for screening' 
loan applications. 

(iii) State Finance Corporations: 

(a) These Corporations mainly extend medium 

and long-term loans for meeting require- 
ments of- industrial concerns, which are not 
ordinarily met by commercial bahJcs. The 
loans are usually given against security of 
fixed assets keeping a minimum margin Of 
50%., • 

(b) These Corporations oftejn also act as agents 
of the State Governments under the State .Aid 
to Industries Rules, under which loan appli- 
cations within prescribed limits for new as 
well as existing enterprises are entertained. . 

(iv) National Small Industries Corporation Pvt. Ltd. 

The Corporation supplies plant and machinery to 
small-scale industries on hire-purchase terms, 
spread over 5 to ^ years, retaining an earnest 
money deposit. 

These agencies put together meet hardly 40% of 
the estimated need of small industries. The balance 
has to be met through non-institutional channels like 
the Shroffs and Multanis at much higher rates of 
interest. 

The time taken for scrutiny of applications by these 
institutions is in many cases very long and trying- 
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Besides, the standards of safety governing the advances 
and the capacity of the party to provide the prescribed 
margins are set at a level which small businesses are 
often unable to comply. What somebody said of a 
Bank, “A place where they lend you an umbrella in 
fair weather and ask for it back again when it begins 
to rain”, may well apply to these institutions. 

The need for husbanding to the maximum extent 
possible the available financial resources, therefore, 
becomes imperative in the light of above-referred han- 
dicaps. 

Adequate financial control is necessary for all busi- 
nesses, big or small. The extent to which detailed 
control is necessary and desirable will depend upon 
the size and type of business. 

There are two major purposes for which accounting 
records are normally considered essential: (a) Tax 
purposes, and (b) Management purposes. However, 
there is also a third purpose which is not often realis- 
ed, viz., the need for detailed information required for 
procming financial accommodation in whatever form. 

As a matter of fact, in a fast developing economy 
like ours, there is hardly any enterprise today which 
does not require additional funds for its growth. The 
advisability of adequate information being made avail- 
able for this purpose even in the case of small enter- 
prises cannot be over-emphasised, especially as the lack 
of it has often been advanced as one of the main 
reasons for tihe delay in scrutinising loan applications 
by most of the financing agenci^. 
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The following tools may be considered necessary for 
effective financial control of small enterprises : — 

(a) Budgetary Control Statements, 

(b) Cost Statements 

i (c) Capital Expenditure Statements 

(d) Statement of what is owned and what is owed 

(a) Budgetary Control 

This essentially comprises of setting targets for 
various areas of the enterprise’s activity, e.g. sales, pro- 
duction, cash, profit or loss etc., and the periodical 
comparison of actuals with the budgeted figures to 
determine the departures, if any, from the planned tar- 
gets. As much attention should be paid to positive 

I variances, which are really areas of improvement, as 

I to negative ones. Though highly desirable for any 

i business, budgetary control should be introduced gra- 

s dually starting witih only one or two areas of mafia- 

I gement. 

Being confined to the subject of Financial Control, 

; a word of caution' may be mentioned in the prepara- 
t tion of a "Cash Budget”. The net cash deficit or 

I surplus, as the case may be, arising shoidd be computed 

? monthly or quarterly. Figures ascertained for a period 
i of a year and then averaged over a month or a quarter 
could be quite deceptive as the peak requirements of 
a business could well be far in excess of the average. 

■ Besides, high protfiability should not be confused with 
r high liquidity. Not seldom does a business find itself 
I In an unenviable position where despite adequate pro- 
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fits ‘flowing in the, cash position becomes unsatisfactory, 
especially during a period of rapid growth. This could 
well be if the outgo on acquisition of fixed and or 
current assets as also reduction of liabilities is in excess 
of additional capital, loans and profit plus non-cash ex- 
penditure like depreciation. The reverse phenomenon 
of increasing liquidity, albeit short-lived, with declining 
profits or even while making losses, consequent to a 
recession in sales, may also be found to operate. 

Budgetary Control offers an excellent opportunity 
for proper delegation of responsibilities and thus assists 
in building up a sound organisational structure. 

(b) Cost Control 

A small enterprise working on low margins is in a 
vulnerable position and has to keep a close watch on 
the cost of its products A system of standard costing, 
wherein costs are determined prior to production pr 
supply, should be preferred to historical costing which 
amounts to post mOTtem and is of little help to manage^- 
ment. 

Standard costs considerably assist management in 
quoting for forward orders as prices based thereon have 
a rational relationship of costs and would not merely 
be based on the principle of “what the traffic can bear”. 
Besides, it is also an effective tool in making a “make 
or buy” decision. 

(c) Capital Expenditure Control 

Financial planning should essentially commence at 
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the very stage wlien a business proposal is cpnceivedj,. 
but this is seldom done. This will ensure that flic 
enterprise does not become financially shaky from the 
start, especially when resources are limited as in a 
f small business. The proportion in which available 
capital is going to be distributed between fixed and 
current assets should be judiciously worked out. 
Amount spent on acquisition of fixed assets is tanta- 
mount to withdrawal of cash from circulation in the 
business, which only trickles back into the main cash 
flow stream through depreciation provisions, thus im- 
pairing liquidity. Within the fixed asset block alsO' 
care should be exercised in expending as little as 
; possible on land and buildings,' these being normally 
the least productive ?issets. , 

I (d) Statement of what is owimd and what is owed : ' 

I The net worth of the business which is the excess of 
[ tangible assets over liabilities is an important figure to 

: be constantly, kept in view. Besides circulating assets, 
e.g., stocks, debtors and cash, require constant watching 
; in respect of the relation they bear to sales as also to 
current Ifabilities. It is not seldom that a small busi~ 
f ness is called upon to extend liberal credit facilities to 
its clients which are not necessarily reciprocated by its. 
suppliers. The impact of this on cash balances must 
be carefully worked out. 

Good times like the present, when practically any- 
, 1 : thing sells owing to the general buoyance in the 
economy, can be perilous. It breeds a sense of com- 
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placency, which can be particularly fatal to a small 
business in the event of an adverse turn in the terms 
of trade. Nevertheless, this offers the right opportunity 
for instituting financial controls, when the business is 
not unduly exposed to the vicissitudes of trade. 

Small enterprises are playing an ever increasing role 
in even the most hi^y industrialised coxmtries of the 
world, e.g., U.S.A., Germany, U.K., and Japan. The 
importance of these units in India’s economy is bound 
to grow with the years and it is, therefore, imperative 
that sound foundations are laid from now. 

Many an industrial edifice we see today started as 
a small enterprise and undoubtedly quite a few of these 
units set up in recent years may well rank among the 
important large-scale enterprises of tomorrow. Soimd 
financial management is one of the essential pre-requi- 
sites for ensuring this growth. It was rightly said, 
“Bad production management and bad sales manage- 
ment have slain thdr thousands, but faulty finance has 
slain its tens of thousands”. (Collin Brooks). 
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THERE are four major areas covered by humaa 
relations in industry. The first of these can be des- 
cribed as the measurement area (psychometry and 
sociometry). Here the specialists tell us something 
about how to measure the potential and actual abili- 
ties of employees, how to prepare personality profiles, 
how to describe a working group in action, etc. 

The second area deals with problems of training and 
developing men in business and industrial organisa- 
tions. The training specialists ^ve us principles and 
techniques of effective and rapid training. They tell 
us how to get knowledge transmitted into skill, how 
to teach so as to facilitate maximum understanding and 
retention of what is taught, etc. 

Yet another area pertaining to human relations in 
industry can be described as human engineering. The 
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Jmman engineering experts tell us how to design 
machines to’ siKt' men' effect have temperature, 
ventilation, noise, etc., on employee performance, etc. 

The fourth area is the most important one and one 
where, as laymen in industry, we have the maximum t 
opportunity to experiment with. This area is related 
to problems of changing attitude, and resolving pro- r 
btems and is refeiied to as the “dynamic” area. 

There are more than one reasons why, as laymen, , 
we should be interested in this area. First of all, super- 
visors or managers are., seldom called upon to exercise 
psychometric, training, of human engineering skills. 
Yet- almost aU of us are repeatedly confronted with 
problems of how to resolve conflicts and frustration, 
low to build morale of the will to work, how to-en- ; 
Jdnder the spirit of co-operation, how to meet thnt | 
^abolical need or self-assertion so characteristic of I 
ova age. The dynamic area in human relations deals | 
with these problems. In other words, it deals with [ 
a variety of human relations skills. 

The fifk of these skills is related to the ability to , 
-communicate. We need to communicate all the time 
in industry. Unfortunately, the emphasis has bean ^ 
more on &e content and channels of communication ' 
rather than on the process of communication. In 
imodem industry we have multiplied a variety of 
written and oral channels of communication to enable 
top management policies to filter down to employees. 
What we have not considered, however, is whether ^ 
these channels function effectively. One important area 
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where it should function is fac&-to-face cOmffiurlicatidiij 
whether it takes place between a superior and his sub-^ 
ordinate or between one colleague and another. 

What is communication in face-to-face relationship? 
It implies looking, listening and talking. The purpose 
is to perceive one another in action. In order that 
this perception be realistic, we must see that what wer 
partly perceive is not identified with the whole man. 
For example, in a selection interview, we notice a' 
tendency to judge an interviewee in terms of his part 
perception by us. If^ for instance, I do not like the 
colour of his tie, or the way he fidgets with his hands, 
this perception may condition my entire valuation of 
the interviewee. j - ■ . . ' 

Again, in face-to face communication, we use words 
which are often emotional. This emotional content 
conditions our perception of men. For instance, if we, 
call a person “bania” the very use of that word puta 
us in a certain frame of mind in communicating wifii 
him.- , 

; Thirdly, we tend to identify an individual-r-an ever4 
changing entity— with a label which is always static- 
imchanging. For instance, I may label a new salesrf 
man “inefficient”. After being exposed to the market 
over a period of time he changes.. Yet most of my 
reactions to him : are likely to be governed by the 
initial label. . . ... 

‘ Communication involves not merely talking, but 
lisliening al^. In fact, listening is a very -important and 
an extraordinarily difficult aspedt'-bf* dommunicatioil'. 
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We often find that as we are listening to someone, we 
are manufacturing counter arguments in our own minds 
to come out with the moment he stops talking. Listen- 
ing requires a certain amount of quiet attention and 
most of us are incapable of it. If we watch our mind 
when someone is talking, we find that it is chattering 
all the time. This pre-occupation with itself does not 
permit the mind to be receptive enough to what is be- 
ing said by another. 

Again, when one listens attentively, one takes in 
not only what is being said, but also what is not said 
but implied by the speaker. In other words listening, 
to be effective, must be done in between the words in 
the same way as one reads in between the lines. 

The second facet to human relations skill m indus- 
try is related to helping people resolve problems. This 
is an important skill which one is called upon to ex- 
ercise frequently. The higher one is on the supervisory 
or managerial ladder, the more frequently is he called 
upon to help people solve problems, ite issue here 
is not one of giving the right answer. An individual 
in trouble may know aU about his problem, such as 
the problem of frustration for not being promoted. He, 
therefore, does not need more iirformation about the 
problem. The skill one has to exercise is in terms of 
helping him resolve his problem; in other words, be 
free from it. Research indicates that we could tlurow 
a man on his own so that he can face his own pro- 
blems without passing judgement about it, in other 
words, without resorting to defences or escapes there 
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arises the possibility of freedom from the problem. 
One facilitates this extensive perception by creating a 
social climate of non-judgemental acceptance of the 
man as he is. This kind of social acceptance is not 
something that a professional psychologist could alone 
exercise. Any intelligent man can do so. We often 
find a youngster talking about his problems to a friend 
rather than to his teacher, knowing that the latter 
would instinctively take a judgemental reaction to- 
wards him; 

The third kind of skill that we may be called upon 
to excercise is leadership skill. Democratic leadership, 
whether practised in educational institutions or in in- 
dustrial organisations, facilitates productivity and human 
satisfaction! There are, however, certain misconceptions 
about leadership. One of these is that the leader has 
something in him which he can give to the follower. No 
doubt in industry this is true in certain areas. Foi 
instance, a leader m a concern could give effective 
administrative procedures and policies to his sub- 
ordinates. What he cannot give is creativity, self-con- 
fidence and maturity. If any one attempts to do this, 
he is not developing people but encouraging imitators. 
What one can do as a democratic leader is to be aware 
of his own reactions and see to what extent they inter- 
fere with the natural growth and develojunent of the 
individual one is supposed to lead. The very philo- 
sophy behind democratic leadership is that although 
people are of different capacities, they all have one 
thing in common, viz., the ability to grow and unfold 
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as humap beings.^^^ no doubt differ. One 

jiiay be able to paint, another may not be able to do 
«o.- This should not, however, lead to a psychological 
hierarchy. In this light, the leader must understand that 
leadership is not a status, but a function. If he under- 
stands this, he will also petceive that all prerogatives 
that go with leadership, the air-conditioned cabin, a big 
table, etc., really go with the functions performed by 
him and one not attached to his person as a leader. So 
long as we do not get an appreciation of the concept 
of leadership in industry, there will be discontentment, 
jealousy and suspicion of each other. 

We have seen three areas where a man can exercise 
skills in human relations. The crux of this skill is the 
ability to create a climate of non-judgemental accept- 
ance in which each individual can face his own prob- 
lems and realise that the only way he can resolve them 
is for and by himself. This leads us to another import- 
ant point. In order to exercise adequately the human 
relations skill— the ability to communicate, the ability 
to help people resolve problems and the ability to lead 
them so as to facilitate their maximum growth — ^it is 
necessary to understand one’s own psychological pro- 
cess. It is necessary, for instance, to become deeply 
conscious whenever dealing with people of one’s own 
basic motives and intentions. If I pretend that I am 
diplomatic with my boss, when I am really frightened 
of him, it would’ihdicate a lack of awareness of my own 
deeper intentions; ^ M of our actions are done 
without understanding the deeper motives behind them. 
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Unless one can become aware of oneself in action, one 
cannot fully become aware of another. A person 
who is sensitive to his own drives and tendencies deve- 
lops sensitivity in inter persoimel relationship without 
which he cannot work effectively and harmoniously 
with people. 

A sensitive man is not one who has merely an intel- 
lectual appreciation of what he does. No doubt his 
mind must grasp the meaning of sensitivity, but what is 
more important is that he must feel sensitive. Under- 
standing sensitivity in this way implies a fusion of the 
mind, heart and the nervous system. Without this 
fusion or intergrity within oneself, there cannot be 
enlightened relationship with another. This sensitivity 
is the beginning of good human relationship. 
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